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Depreciation, Intangible Values and Rates 
By Hupsarp Lawron, C. P. A. 


“The public, and many of the public’s representatives, 
fail to recognize that in the final analysis, their interests and 
the interests of the proprietors of these utilities (the ‘public’ 
in great part being the proprietors) are inseparably involved 
one with the other.” 

(Lecture Notes by ALex. C. HuMPHREYs, 
President, Stevens Institute.) 


The recognition of depreciation as a concrete, inescapable 
fact — not merely as a more or less interesting academic fad 
with accountants — has had a long struggle for existence in this 
country, but today the manager who still argues that as long as 
his plant is kept in good repair there is no depreciation is in 
a hopeless minority, and his friends are apt to pity him as a 
“hopeless case”! The conscientious accountant who has long 
tried in vain to induce managers and directors to allow him to 
provide for the inevitable day of replacement is coming into 
his own at last. Particularly is this so with public utilities. 
With the advent of public utility laws and commissions have 
come prescribed systems of uniform accounts, for the proper 
keeping of which corporation accounting officers are usually 
held responsible to the state. These systems include scientific 
classifications of revenues and expenses, and as the latter con- 
tain depreciation accounts with specific instructions for their 
proper use the question of providing for depreciation may be 
regarded as settled for public utilities. When we consider that 
it is but a few years since the average manager regarded de- 
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preciation as a joke, and the average director hardly knew the 
meaning of the word (except as applied to falling stocks), it is 
apparent that we have made progress. Laws usually reflect the 
prevailing thought of the period, and it is customary to contemn 
the average legislator for being less intelligent than his con- 
stituents; yet we must admit in this instance that the public 
service laws enacted during the past ten or fifteen years have 
shown enlightenment far beyond the general accounting knowl- 
edge of the times. True, here and there an echo of the dark days 
lingers in the laws: as late as 1913 the public service law of one 
state naively provides that on proper application to the com- 
mission a utility may be relieved of the requirement to keep 
a proper and reasonable depreciation account! As well apply 
for permission to ignore the force of gravity! 

Reference to early debates and literature on these measures 
reveals, however, that the provision for depreciation was sup- 
posed somehow to deal a deadly blow to the soulless corpora- 
tions. It was claimed that stockholders were drawing in divi- 
dends money that should be held in the treasury for future re- 
placements, and that when the day of inevitable renewals came, 
it meant a new issue of securities for improvements, so-called, 
and the consumer was saddled with the burden of paying returns 
on the additional securities. Theoretically this is quite true. 
What was not clearly seen, however, was that while the system 
was vicious it carried its own punishment and remedy with it. 
In due time replacements had to be made but it was the investor 
who furnished the money for the new securities which he bought 
under the dear illusion that he was acquiring new property. As 
a matter of fact part of the new capital he thus contributed to 
the corporation merely made good the depreciation fund which 
should have been retained out of his past dividends. Because 
it did not so appear on the books did not alter the fact. But as 
a rule the consumer paid no more for his service than before, 
and frequently he paid less. In fact, the reckless ignoring of 
depreciation in the accounts has been equalled only by the fairly 
senseless reduction of rates which has been going on for many 
years. (We speak here of gas utilities in particular, but in- 
directly the same may be said ‘of electric utilities perhaps.) 
Probably the reason there has not been serious embarrassment 
in these utilities heretofore is because of the great increase in 
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service following reduction in rates, resulting in decreased unit- 
cost, which proves only that the plants have not been used to 
full capacity. There is a normal limit to such increase, how- 
ever, and the statistics of public utilities as published annually 
by the commissions begin to show warning signs to the student 
of economics. Strange to say the very laws creating commis- 
sions to protect the oppressed (?) consumer, against which the 
utilities fought with frightened anger and gloomy predictions 
of ruin and disaster, are now likely to prove the financial salva- 
tion of those utilities. 

Today commissions and courts acting on converging lines 
are gradually fixing limits to the net earnings of public utilities 
out of which may be paid interest on bonds and dividends on 
stock. By determining the “fair value” of the property used and 
useful in the public service the commissions are settling the 
question of the amount of the investment on which returns may 
be earned. The courts have practically settled that the investor 
is entitled to not less than a “fair return” on such investment, 
and commissions, accepting this principle, show a tendency to 
limit this return very strictly. On the other hand fixing the 
physical value (as included in the fair value) automatically de- 
termines within certain limits what should be the annual charge 
for depreciation, and since the price of the service must neces-. 
sarily provide for this depreciation before fair return can be 
considered at all, the consumer learns that there is a minimum, 
as well as a maximum, rate involved, which may be succinctly 
represented by the formula 


Rate=Operating + Depreciation + Fair Return on In- 
vestment. 


I 


None but the advocate of state or municipal ownership of 
public utilities denies the justice of a “fair return on invest- 
ment,” but the question “What is the investment?” involves the 
vast and complicated subject of valuation. Valuation covers 
two distinct fields — the tangible, or physical, and the intangible 
property. Physical valuation is simple in theory, though highly 
complex and detailed in practice. This field belongs to the 
engineer, and the accountant should not be called on (except 
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as a subordinate assistant) save in the rare case of finding a 
utility with a reasonably complete record of past construction. 
In the latter case his work will be to verify the disbursements for 
construction and equipment from the beginning, eliminating ob- 
vious replacements charged erroneously to construction, to ap- 
ply theoretical rates of depreciation, checking them where 
possible by the actual experience of the utility, and to adjust 
his final conclusions with the appraisal made by the engineer. 
Discrepancies must be expected and as long as they are within 
reasonable limits the opinion of an experienced and competent 
engineer must be accepted as final. In the resulting tables of 
valuation the engineer will show a complete inventory of the 
utility’s property (physical) with his appraised present values, 
while the accountant will show in parallel columns the original 
cost of each item and the difference, which will be the actual 
depreciation. If this last column does not agree with the theo- 
retical depreciation assumed, it simply means that the latter is 
wrong as far as this particular utility is concerned. For the 
benefit of both professions at large both accountant and engineer 
should make careful notes of conditions which apparently give 
rise to such discrepancies and publish them in technical journals 
or before professional associations at the earliest convenient 
opportunity. 

Unfortunately such a plain and simple method of valuation is 
seldom possible. Complete construction records are rarely avail- 
able, and more often than not engineer and accountant are con- 
fronted with the task of valuing a plant where not even an ap- 
proximately correct inventory exists. In such cases the work be- 
longs practically to the engineer, the accountant, if employed at 
all, becoming purely subordinate to the former to assist him in 
making and checking calculations; and it is quite natural for the 
engineer to prefer to use his own staff. He, the engineer, must 
then make an inventory and appraisal of what he can find, and 
upon his data estimate what it would cost to reproduce the plant 
at the present day. From general knowledge and more or less 
hearsay testimony of past conditions he can usually make some 
estimate of the original probable cost of the units making up the 
plant, and the difference between this estimate and the appraised 
present value he calls the depreciation which is then deducted 
from the reproduction value to represent the present fair physical 
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value. If he can make no reasonable estimate of such original 
value, he can at least make a fairly accurate guess at the age of 
the plant as a whole, and applying his table of depreciation to the 
reproduction value he obtains a theoretical present value, which 
may or may not be sustained by the appraised value, if any is 
made. As a matter of fact, in a gas utility at least, the appraisal 
method is of limited application, so much of the plant being un- 
derground. Where records of laying mains and services have 
been kept by dates, uncovering short stretches of pipe will give a 
fair idea of present condition, and where this can be done it is 
most desirable in order to have a check on present tables of theo- 
retical depreciation which can by no means be considered as final. 
But if no such records are available it is clear that the present 
condition of a pipe laid at some unknown date in the past fur- 
nishes no clue to the amount or rate of depreciation. The usual 
procedure in such cases is to adopt the method known as “repro- 
duction-less-depreciation,” i.e. estimate what it would cost to re- 
produce the present plant as per inventory today and from that 
deduct the theoretical depreciation as shown by recognized engi- 
neering tables, a focal date for age being assumed from such in- 
formation as the engineer may be able to obtain. 


That this method is fallacious and somewhat dangerous must 
strike anyone who gives the matter fair consideration and study. 
It is fallacious because reproduction-new being compelled by 
lack of trustworthy records of the original costs and the condi- 
tions under which the plant was built must necessarily ignore 
such conditions; it is therefore equivalent to asking “What will 
it cost to build this plant under present conditions?” When we 
consider the increased cost of land, labor and most materials over 
that prevailing half a century ago, it is manifest .hat reproduc- 
tion-new is bound to result in a value greatly exceeding the 
original cost of a long-established plant. This inequity toward 
the consumer is recognized by the commissions and to off-set 
it they propose to deduct from the reproduction-new value the 
estimated accrued depreciation to date. If proper depreciation 
funds have been provided in the past this would perhaps work 
substantial justice to all concerned, although it might result in 
many cases in higher rates for the consumer unless the old rates 
were abnormally high. But if former depreciation has not been 
accounted for, or has been inadequate, the resulting valuation 
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may prove disastrous to the investor. It may be claimed plausi- 
bly that since the investor has had the benefit of his own sins 
of omission he should suffer the penalty. As an abstract proposi- 
tion this may be so, but on the other hand we must consider two 
incontrovertible facts: (1) that if the plant is a long-established 
one and has been kept up to the latest standard of efficiency, then 
depreciation, not only of wear-and-tear but also of obsolescence 
and inadequacy has been made good through the repairs accounts, 
appropriations from surplus or by new capital—in any case 
made good by the investor; and (2) that the interests of the in- 
vestor and the consumer are so inextricably involved that any 
injury to the one is sure to be shared in some form by the other. 

Another fallacy is involved in the tendency on the part of 
commissions to adopt the method of applying an existing table 
of depreciation rates to all cases, because the method is easy 
and saves much time and labor to the overworked engineering 
staffs of the commissions. No reputable engineer will endorse 
such a method for his own plant and should not (as an “expert’’) 
for another’s. If all utilities of a given class— gas, for in- 
stance — were in a general pool there would be some reason 
for using an average table for all plants; but since each com- 
pany must shoulder its own operating burden, it is hardly neces- 
sary to characterize the rule that would attempt to apply fixed 
rates to widely varying conditions. The assumption of a focal 
date for convenience in applying the tables makes confusion 
worse confounded. A fair example of what this may lead to was 
shown in a recent valuation made as of July 1, 1913, with an 
assumed focal date as of 1884, in which gas service pipes were 
allowed a “life” of twenty-five years according to the table 
adopted. When some services were found to have been laid in 
or previous to 1884 and were still giving perfect service, the 
engineers had to solve the problem of the amount of deprecia- 
tion to be fixed on pipes which had lasted more than five years 
after their tabulated “death”! (It was easy, however; they 
merely made another “assumption” that the pipes were renewed 
at the end of twenty-five years and accrued five years deprecia- 
tion on the “renewed” pipes!) 

Of course, the engineer who has been trained to use his com- 
mon-sense with his technical knowledge would at once say that 
the only proper method of ascertaining depreciation in connection 
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with reproduction-new valuation is to make a careful appraisal 
of the existing plant, and the difference between this and the 
reproduction-new of a similar plant might be considered a fair 
measure of depreciation. We say “might” but as a matter of 
fact neither value necessarily represents the “fair” value which 
all are trying to ascertain, that is of the physical property. The 
fair value of the plant lies somewhere between reproduction- 
new, which is probably too high, and present appraised value, 
which is too low, since it is clearly less than the original cost 
of the plant. Depreciation in a broad sense means lessening of 
value or worth, but in connection with valuations we must limit 
our conception of it strictly or we shall never get anywhere. It 
will not do to apply the “second-hand” theory to the physical 
value of a plant, particularly in a rate-fixing case. A plant hav- 
ing been used for a certain time is admittedly not worth as much 
as when first built as far as the physical elements are concerned ; 
but it would be an error of the gravest kind to claim that the dif- 
ference in these values constitutes depreciation as we contemplate 
it in a rate valuation. Depreciation in this narrow sense is the 
annual cost involved in the gradual wear-and-tear of the plant, 
combined with the contingencies of its becoming inadequate or 
obsolescent before it wears out entirely. While this annual cost 
is real and represents past and current disappearance of original 
capital, it has the paradoxical appearance of being an equaliz- 
ing and prepaid cost to be actually incurred at some uncertain 
future date. This paradox, like all other paradoxes, is only 
apparent, as may be easily shown. 


If all depreciation, i.e. destruction of original capital outlay, 
were made good only when required for efficient operating, it 
would show in the financial statements in the repairs accounts. 
These repair charges would be small at first but would increase 
in accelerating ratio till the time came when it would be more 
economical to replace the unit than to make any further repairs. 
If the accounts are kept consistently to the end the final re- 
placement is also charged to the repairs accounts. This, it will 
be noted, makes depreciation synonymous with repairs from the 
accounting point of view, and it is strictly correct to term it thus, 
for, after all, repairs are nothing more or less than making good 
actual depreciation from time to time as it becomes apparent. 
But since the cost of the final replacement (ignoring for the 
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moment familiar cases where replacements in large plants of 
small units, such as meters, amount to comparatively regular 
and equal sums year by year) frequently is more than the total 
repairs on the unit prior to replacement, this method of taking 
care of depreciation through the repairs accounts creates a suc- 
cession of violently fluctuating operating reports; for after a 
replacement there naturally follows a light season of repairs, 
and so on ad infinitum. Manifestly there is only one way to avoid 
this — by recognizing the fact that unobserved deterioration or 
destruction of original capital outlay is going on all the time 
which is not made good by ordinary repairs. This waste we call 
depreciation and make an annual charge based on the estimated 
“life” of the unit in order to create a reserve fund from which 
to draw the cost of the unit’s replacement at the proper time. All 
of which is very elementary and the writer would feel like apolo- 
gizing for inserting it ‘at all, but for the experience he has had 
with those who confuse depreciation as a fact with depreciation 
as an accounting charge. Depreciation as a fact begins as a 
very small cost and increases rapidly toward the end of the 
unit-life. Depreciation as a charge is, or should be, an equalizer 
of this cost, spreading it over a term of years, the same amount 
being charged each year. In fact, we might well term the annual 
depreciation charge a unit-life insurance premium, since it works 
on exactly the same principle as life insurance, except that the 
rate for depreciation does not provide for the contingency of 
premature annihilation. This element, however, is covered by 
various forms of plant insurance, fire, boiler, cyclone, etc. A 
contingency it does not cover, though theoretically presumed so 
to do, is obsolescence, but the day may come when insurance 
underwriters may undertake even this protection. With enough 
plants insured to furnish a sufficiently broad basis there is no 
reason why this should not be possible, for all insurance is based 
on the law of averages. 


The engineering profession has other names for these two 
forms of depreciation, viz: “actual depreciation,” which corre- 
sponds to depreciation as a fact, and “theoretical depreciation,” 
which is depreciation as an accounting charge. The latter is 
represented by tables similar to that shown on a following page, 
and it is the use of such tables which gives rise to another fallacy 
indulged in frequently by commissions in making valuations 
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where no depreciation accounts have been kept. As stated be- 
fore, if a proper and adequate depreciation account and fund 
has been kept and provided, no injustice is done to the investor 
by deducting accrued depreciation from the reproduction-new 
value, for the depreciation fund itself being assets “used and 
useful” in the public service, the utility will be permitted to 
include it in the “fair value” on which returns are to be earned. 
But if the utility has failed to provide for depreciation, while 
it is strict justice to deny it the right to include accrued deprecia- 
tion (which it has never set aside) in its fair value, such denial 
should extend to actual depreciation only, not to theoretical. 
Because it is clear that since theoretical depreciation includes 
in the annual charge during at least two-thirds of the unit-life 
more than the actual cost of expired capital, i.e. actual deprecia- 
tion, to deduct the total of theoretical depreciation amounts to 
depriving the utility of a large amount of value which has not yet 
disappeared. 


Enough has been said to give a slight idea of the perplexing 

problems involved in the physical valuation of utilities alone, and 
when we add the very slight probability of any two engineers 
agreeing on the amount of reproduction-new, the wide discrep- 
ancy which usually prevails between such values and the amounts 
of outstanding securities, the confusion injected by countless 
mergers and leases of underlying companies, it is perhaps not at 
all surprising that the whole subject becomes so hazy and be- 
fogged with technical claims and assumed hypotheses that com- 
missions and courts are driven to adopt all sorts of average 
and compromise valuations. That they do manage to deal out 
a rough sort of justice and equity at all is really a marvel. 


II 


While the accountant may stand aloof during the contest of 
engineers over physical values, he is speedily drawn into the 
fray when the question of intangible values comes to the front — 
and he sometimes retires in a humble frame of mind “a sadder 
and wiser man”! At the outset he must fight for the admission 
of such a thing as intangible value at all, for the consumer will 
vociferously maintain that intangible value is but another name 
for “water,” and insist that physical value alone represents the 
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actual investment. On the other side the investor demands a 
return on the entire value of the property as a going concern 
which must in his opinion be at least as much as the total of out- 
standing securities and generally much more. It is between these 
two extremes that a wide field for study by economists and ac- 
countants lies, a field already strewn with wrecks of carefully 
built-up theories and hypotheses with fine-spun conclusions which 
have failed to impress the minds of commissions and courts. The 
latter, however, accept the principle of intangible values, but are 
still seeking firm ground for a scientific basis for them. Up to 
the present time such values have been quite arbitrarily assumed, 
usually being fixed at a percentage of the physical value ranging 
from fifteen to thirty-five per cent. 

There are two classes of values which may be included in 
the term intangible, viz: 

1. A value measured by actual expenditures from working 

capital for assets other than tangible; and 


2. A value which accrues to a growing and successful busi- 
ness, for which no money has been actually expended, and 
which has more or less relation to its earning power. 

Under the first class of intangible come 
Preliminary expenditures, 

Organization expenditures, 
Franchise expenditures (paid to municipalities), 
Legal expense during construction, 
Interest during construction, 
Taxes during construction, 
Engineering and superintendence during construction, 
Actual development expenses (paid out of capital funds), 
Deficits during development period, including: 
Discounts on securities, 
Interest during period, 
Unearned depreciation, 
Unearned fair return (assumed) on capital invested, 
Operating losses during period. 

(For the sake of clearness it should be explained that “deficits 
during development period” does not necessarily mean the 
totals charged to the sub-items given, but the total net deficit 
shown after charging all against gross revenues.) 

All the above are recognized as proper charges to pre- 
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scribed capital accounts in the commission classifications, except- 
ing actual development expenses and deficits during development. 
The latter must be charged to appropriate operating accounts or 
to suspense accounts pending amortization; but in valuation pro- 
ceedings they are usually allowed to be proven as part of the 
intangible value, and presumably on final order of the commis- 
sion they may be transferred in gross to a capital account, called 
“other intangible values,” in a readjustment of the books. This 
is fair and reasonable as all the items, failing sufficient gross 
revenues, must be paid or set aside from working capital (except, 
of course, unearned return on capital). And since the state 
has assumed the right to limit the returns on capital, it must, by 
implication at least, allow the investor to claim as a capital loss 
the unearned return to which it is assumed he is entitled. Other- 
wise we shall have the unfair condition that the investor shall 
never be allowed to recoup himself for early losses ; and it follows 
that capital will in future shun public utility investments where 
it cannot be assured of the limited return from the start — an 
unlikely condition. 


Accountants will recognize an old friend in the second class 
of intangible values, which in private businesses is termed “good- 
will” and is authoritatively recognized as a genuine property 
value. In a public utility which is usually a monopoly, the 
commissions and courts have declared there is no such thing as 
goodwill. Being promptly confronted with the undeniable fact 
that a successful public utility is certainly worth more than a 
less successful one, and even the latter is worth more than its 
“skin and bones,” they have conceded an intangible value, which 
for a while was termed “franchise value.” Many states have 
laid a tax on such franchise values with various methods em- 
ployed to ascertain what it is. In time the enthusiastic manner 
in which many public utilities inflated the franchise value ac- 
count led various state legislatures to restrict ail claims for this 
value to the amounts actually paid to state or municipal authori- 
ties for franchise rights. As a rule these amounts have been 
infinitesimal compared with the actual value, over the physical, 
of successfully operated utilities, so the commissions and courts 
now recognize goodwill under the new name of “going concern 
value.” As considerable confusion has arisen from the similarity 
of this name with “going value,” it is advisable here to call at- 
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tention to the distinction. By “going value” is now generally 
meant the cost of getting the utility “going” profitably, and most 
engineers and accountants prefer to use the term “development 
expense” (as above) and it is properly included in intangible 
for which actual disbursements are made. It appears on the 
books in some account, and may be legitimately transferred to 
“other intangible assets” in a valuation. 


“Going concern value” does not appear as a rule on the 
books, though it may be concealed in property accounts where 
two or more companies have been merged at inflated values. 
Occasionally it does appear in the form of a journal entry author- 
ized by a board of directors, meaning that in the opinion of the 
board the corporation is worth that much more owing to certain 
new conditions which may have arisen since the original construc- 
tion or acquisition of the corporation’s tangible and other intangi- 
ble assets. But as a rule “going concern value” represents on 
the one hand an attempt by the utility to justify the apparent 
over-issue of securities, and on the other an endeavor by com- 
missions and courts to allow a fair value for the plant as a 
“going concern.” In both cases, baldly stated, it is more or less 
an arbitrary attempt to fill or lessen the gap between valuations 
as found by actual appraisement and the amounts already set up 
on the books to represent property and plant, much of which is 
really replacement and should have been properly charged as 
such. 

That there is such a thing as “going concern value” must be 
admitted. A successfully operated utility has a value over and 
above its physical and intangible value (of the first class). What 
that value should be based on, what relation it should bear to its 
net earnings or to other elements of value, whether it should 
appear on the books at all, whether it should be considered in all 
cases of valuation (for rate-making, taxation, condemnation, 
etc.) are decidedly puzzling questions for economists and com- 
missions alike. It is a fairly settled policy in rate-making cases 
that going concern value must be allowed, and yet the logic of 
it is by no means as plain as could be wished; for the allowance 
of going concern value necessarily means the utility must have 
been operated successfully, and successful operation pre-supposes 
adequate rates — whose reasonableness is just what is being in- 
vestigated. It would also seem logical to say that if a utility 
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has been operated at a loss, there can be no going concern value, 
yet it is undoubtedly true that even though it is losing money now, 
it may make money later, and in any event the plant is worth 
more than it would be if shut down and dismantled. And fur- 
ther, if to development expense and early deficits is to be added 
a going concern value, it would clearly put a premium on bad 
judgment and mis-management. 

In ascertaining intangible values of the first class, the ac- 
countant must verify all the charges to the accounts mentioned 
and be prepared to show the commission that the expenditures 
were reasonable, customary and tended to increase the business 
of the utility. He may find it necessary to make some adjust- 
ment in such accounts as interest, taxes and engineering, for the 
practice of commissions varies; in some cases these are regarded 
as “overhead charges” and distributed by the commission’s men 
over physical property accounts on a percentage basis. When 
the accountant tackles the problem involved in the second class, 
he will have several theories to choose from, or may evolve 
one of his own. Unless he is prepared to give very convincing 
reasons for the latter, however, his best course will be to ascer- 
tain from former decisions the favored theory of the commission 
and follow that— the more enthusiastically the better! 


Graphically the successive stages of growth of a utility to the 
point of showing a net income may be indicated by the following 
balance sheets: 


Enp oF Fmst Pertop — Organization. 


Cash (working capital) Capital stock 
Intangible: bond discount Bonds. 


Enp oF SEconD PrEriop — Construction. 


Tangible: Cash (working capital) Capital stock 
Plant Bonds 
Intangible: Bond discount, organiza- 
tion, preliminary, fran- 
chise, legal, interest, 
taxes, engineering and 
superintendence. 
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Env oF Turrp Prertop — Development. 


Tangible: Plant Capital stock 
Cash (working capital) Bonds 

Intangible: Organization, etc. dur- Reserve for accrued de- 
ing construction as preciation 
above; and deficit arising Reserve for accrued 
from excess of bond dis- amortization of bond 
counts, interest (during discounts. 
development period), 
operating (including de- 
velopment expense), de- 
preciation and -% on in- 
vestment over gross 
revenues. 


The third, or developmental, period is assumed to end with 
the date when a profit is shown, but in making a valuation the 
method will be carried down to date of the valuation; so that if 
the financial history of the utility shows that during its whole 
existence it has earned more than the assumed rate of fair return, 
the intangible value derived from early deficits will, of course, 
disappedr. This will leave intangible value as of the end of the 
second, or construction, period, omitting bond discount which 
becomes a suspense account to be amortized out of the fair re- 
turn. To complete the valuation we must then add the “going 
concern value” as defined above. 

Summarizing to this point we find as fairly well settled prin- 
ciples in rate-making valuations — 

That the rate must be sufficient to pay the utility the cost 
of operating, adequate depreciation and a fair return on the 
investment, or fair present value; 

That to obtain a basis for the annual depreciation charge, 
the cost of construction and equipment must be ascertained 
by one of two methods: (a) from records, if complete, and 
such cost to. be compared with present appraised value to 
ascertain amount, and consequently rate, of depreciation; or 
(b) failing records, by estimating cost to produce the exist- 
ing plant new and applying arbitrary tables of depreciation 
rates (known as “reproduction-new less depreciation” rule) ; 
and 
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That to obtain the fair value on which the utility is to be 

allowed to earn the fair rate of return assumed, actual dis- 
bursements for intangible assets and an intangible value for 
“going concern” must be added to the physical value of the 
plant. 
And since complete records are rarely found it may be added 
that as a general rule a valuation in a rate case means the repro- 
duction-new less depreciation for physical plus whatever amount 
of intangible value the commission may see fit to allow. The 
rate of fair return is fixed more or less by the rate of interest 
prevailing in the section of the country in which the utility is 
located, it being the aim of the commission to fix such rate as will 
not deter capital from investment. 

In effect, the commission says to the investor: “Having failed 
to keep your investment intact by setting aside the amount of 
accrued depreciation your property is worth just so much less 
than its cost (actual or theoretical), so in future you will be 
permitted to earn a fair return on that depreciated value only. 
You have had returns in the shape of dividends or interest to the 
extent of so much; the difference we allow you to capitalize in 
the form of intangible value.” 


To the consumer it says: “If the rate is higher than before 
it simply means you have been paying less for your service than 
it was actually worth. We do not compel you to pay back the 
difference, but in fairness to the investor we allow him to capital- 
ize the loss of what he ought to have had, and in future you 
must pay him what the service is worth, i.e. the rate will be 
fixed at such amount as will pay him operating, depreciation 
and a fair return on the present fair value of his investment.” 


III 


At first glance it would seem that such an adjustment in rates, 
increasing or decreasing them as the case might be, would be 
the correct and easy way to do justice and make everybody happy 
and contented. In reality it is not so simple a matter. Owing 
to the wide advertising given to the decisions in certain celebrated 
gas-rate cases (notably the Consolidated Gas Co. of New York 
and the Public Service Gas Company of New Jersey) the idea 
has become firmly fixed in the minds of the public that eighty- 
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cent, ninety-cent or dollar gas (like the nickel for a street-car 
ride) is fair and feasible for all gas utilities. This is true only 
/ in large cities or thickly-settled communities. An analysis of the 
j 1912 report of the New Jersey board of public utility commis- 
sioners, covering the statistics of thirty-two gas utilities for the 
year 1911 (the latest report issued at this writing) reveals some 
interesting facts; and if the deductions therefrom which the 
writer has made are sound it would indicate that a general en- 
forcement of the “adequate depreciation” clause of the state 
utility law, in connection with precedents as to methods of valua- 
tion already established by the commissioners, may have dis- 
agreeable surprises for the average New Jersey consumer out- 
side the larger cities. As this report was the first attempt to 
collate statistics under the new law of 1911, it is well to bear 
in mind that it is not as complete in details as could be wished, 
and the figures must be considered with due caution. Also the 
writer would beg his confréres to remember the sage admonition 
of the genial doctor —‘‘Logic is logic”! 

While the commissioners have more than once stated that 
their decisions in the case of one utility must not be regarded 
as a precedent for another, they reserving the right to decide 
each case on its own merits and conditions, it is doubtful if they 
will be able to withstand in general the force of their own previ- 
ous rulings. Given the same general conditions, similar de- 
cisions must result if the commissioners would escape the charge 
of discrimination. So if we apply to the other gas utilities of 
New Jersey the same reasoning and ratios applied to the Public 
Service Gas Company in the Passaic rate case, we have a fair 
right to assume that however local conditions may more or less 
modify these ratios in other cases in the future, the Passaic 
case has at least settled the general principles on which valua- 
tions and rates will be determined and fixed. The rate of annual 
depreciation can vary only within narrow limits unless the com- 
missioners abandon the tables they have already adopted. Simi- 
larly the courts hold that a fair return on the investment must 
be permitted, so there is a limit below which the commissioners 
may not go— which in New Jersey may be considered six per 
cent at least. Since the rates for depreciation and fair return 
are thus practically fixed within narrow limits, there remains for 
fluctuation only the rate of fair value to book cost of property and 
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plant. Undoubtedly this will vary widely according to the 
financial history of the utility, but this much is clear — the 
higher the physical valuation relatively to the whole, the greater 
will be the amounts required for depreciation and fair return; 
and vice versa the lower the physical value, the smaller will be 
the depreciation and return, but if the resulting fair value creates 
a deficit on the books of the utility, the latter is likely to starve to 
death for lack of new capital to make extensions. 

The case of the Passaic division of the Public Service Gas 
Company was the first in which the New Jersey commissioners 
made a systematic and thorough attempt to ascertain the pres- 
ent (fair) value of the property of a gas utility used and useful 
in the service of the public. Most public accountants are prob- 
ably aware that the commissioners and the company differed 
widely in their ideas of the values to be allowed, which in total 


were as follows: 
Claimed by Allowed by Ratio 
company commission 
Physical: Reproduction-new 


ess depreciation ........ $5,818,940 $3,725,000 64. % 
3,090,551 1,025,000 33.2% 
Toul $8,909,491 $4,750,000 53.3% 


The amount of physical value subject to depreciation was 
found by the commissioners to be $3,038,055, or 34.1% of the 
total valuation claimed by the company; and the annual amount 
to be charged for depreciation was found to be $81,397, or 
2.68% of the depreciable physical value, straight-line basis.1 The 


2 While the commissioners’ report in the Passaic case shows (on 638) 
that the straight-line depreciation is $81,397, nevertheless they set an arbitrary 
rate of 6 cents per M.cu.ft. (producing about $63,000 in 1911) as the annual 
amount to be charged for future depreciation. Their reason for so doing was 
stated (on page 64) to be because “analysis of the operating expenses of the 
company for the years 1904 to 1911 . . . indicates that minor renewals 
have already been charged to operating expenses.” The logic of this may be 
correct as applied to past depreciation, but it is not at all clear as to future, 
particularly when we remember that the company is now keeping its accounts 
under the prescribed classification. Operating account No. 495, “General 
Amortization,” provides: 

“To this account shall be charged monthly or quarterly the amount esti- 
mated to be necessary to cover such wear and tear and obsolescence and 
inadequacy as have accrued during the period in the tangible gas capital 
of the corporation . . . less the amounts charged for that month to 
the various repair accounts. 

In short, after finding that the straight-line depreciation is upward of $80,000, 
the commissioners deliberately order the company to charge nearly $20,000 less, 
and the repairs (or depreciation made good as shown heretofore) are to be 
deducted from that charge. Another fallacy is involved in basing the rate on 
gas production, for since pro-rating depreciation has in effect made it a fixed 
charge, there is no relation between it and the amount of gas sold. For instance, 
suppose the sales of the company should double those of 1911 — the rate of 6 cents 
per M.cu.ft. would then produce $126.000 where only $81,397 would be necessary. 
Possibly the commissioners had such an idea in mind, and perhaps this will 
throw some light on the willingness of the company te accept the rate while it 
protested against the valuation. 
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i! price of gas per M.cu.ft. was reduced from $1 net to ninety cents 

| net, the commissioners affirming in their decision that this rate 
would cover operating, depreciation (at six cents per M.cu.ft.) 
and a fair return of 8% on the fair value ($4,750,000). While 
the company has accepted and put in force the rate ordered, it 
has appealed to the courts from the commissioners’ valuation. 
The lower court has sustained the commissioners, but the case 
is still pending in the highest court of New Jersey. Aside from 
the effect on the company’s securities which the commissioners’ 
valuation may have, it is obvious that the matter of valuation 
is of much more importance to the company and gas utilities 
in general than the question of present rates. If the court should 
hold that the commissioners’ valuation is too low, it would fol- 
low that the prescribed rate is inadequate on the commissioners’ 
own reasoning, i.e. that the rate must be sufficient to cover de- 

‘ preciation and a fair return as well as operating expense. 


IV 


The statistics in the report for 1912 give no information as 
to whether or not the operating expenses stated include any 
charge for depreciation, but it is pretty safe to assume as a 
rule they do not. Therefore, assuming that the fair and depre- 
ciable values of the property of each utility would bear the 
same ratio to book values as found by the commissioners in the 
Passaic case, and applying the rate of 2.68% for the annual de- 
preciation charge,! we may see from table I following how the 


2In a more recent valuation still pendtmg the commissioners’ engineers have 
worked out an average depreciation rate of 2.89%, but this has not yet been 
confirmed by the commissioners. 


TABLE OF LIVES AND DEPRECIATION RATES 


Life Rate 
Class Years 7 
Whe kas ee 25 4 
Transmission “distribution 41 2.41 
Average life and rate on whole ...........--+-05 Tabesawkeus 35 2.89 


f | 

| 

| 
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other thirty-two gas utilities of the state would have fared had 
“adequate depreciation” been charged. 
TABLE I 
Showing earnings of thirty-two gas utilities on basis of depreciation 
charged. 
Depreciable Net gas Less de- Net gas Fair value Rate of 


physical value revenues preciation revenues on basis of net after 
No. on basis of fromig12 on basis after de- Passaic deprecia- 


Passaic case report of Passaic preciation case tion to 
case fair value 

A B Cc D E F G 
I $1,537,162 $265,665 $41,106 $224,460 $2,402,662 % 
2 94,695 17,309 2,538 14,771 148,013 To 
3 55,903 5,942 1,498 4,454 87,379 5.1% 
4 45,814 4,578 1,228 3,350 71,610 47% 
5 2,785 300 75 225 4,352 5.6% 
6 95,995 8,235 2,573 5,662 150, 3.7% 
7 73,872 6,870 1,980 4,890 115,405 5.1% 
8 247,014 31,784 6,644 rx 387,502 6.5% 
9 610,622 134,045 16,365 II 954.432 12.4% 
10 56,602 6,832 1,517 5,315 7972 6% 
II 160,790 8,746 4,309 7 251,322 18% 
12 406,990 186,960 10,907 176,053 636,146 278% 1 
13 15,142 2,557 406 2,151 23,667 9. % 
14 21,018 2,083 563 1,520 32,852 4.6% 
15 35,835 2,533 960 1,573 56,011 28% 
16 83,204 9,185 2,230 6,955 130,051 % 
17 17,507 2, 469 2,295 27 5% 
18 15,993 1,219 429 790 24,907 3.2% 
19 149,887 3,502 017 - 515 234,281 - .2% 
20 673,544 49,705 18,051 31,654 1,052,783 3. % 
21 68,529 1,836 —1,293 107,115 —1,2% 
22 23,246 3,237 623 2,614 5 7.3% 
23 70 14,803 13,009 109, 
24 32,390 6,945 077 ; 11.9% 
25 54,181 5,165 1,452 3,713 688 4.2 
26 34,025 7,789 gi2 6,877 53,183 13. % 
27 8,501 — 640 230 - 870 13 
28 59,941 6 4 4778 499 55% 
29 17,050 . 
30 3,107 ary 197 4857 3.9% 
31 20,18 3,158 782 2,376 617 5.2% 
32 94,068 7,471 2,545 4,926 148,440 3.3% 


1 Comparison with the others would indicate this company has been extremely 
conservative in its capital charges and possibly the amount stated in its report 
as cost of construction and equipment is purely physical value. In that case, 
Tt, % the larger amount of annual depreciation charge, its net rate 
wo > 
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Summarizing table I shows that: 


9 utilities would have earned over s per cent on fair value 
I “ “ 7 “ 

2 “ “ 6 = 7 “ “ 

2 2-3 

3 “lost money 


In short, 72% of the utilities would have earned less than 
8% on the fair value of their properties, a return which the 
commissioners declared to be a fair one in the Passaic case. 
Even if the rate of fair return were reduced to 7% or 6%, the 
proportion is not greatly altered. Nor is there much to be 
hoped for in the contention that it is unfair to apply the ratio of 
53-3 of total value to fair value for all the utilities — on the 
ground that the Passaic case might be an abnormal one — for 
the higher we make the fair value, the lower will be the rate 
of return; and while the ratio of 34.1% for depreciable value 
must admittedly be taken cum grano salis, since varying condi- 
tions of age, location, etc., make it impossible to fix any universal 
ratio of the kind between book and appraised values, two 
things must be conceded — that if the ratio is too low, the amount 
of depreciation must be larger with a higher one; and that it is 
hard to believe that the most drastic valuation can possibly re- 
duce the depreciable value of any gas utility below 30% of the 
book value, save, of course, where portions of the plant have 
been destroyed or abandoned. 

There is not much comfort in these figures for those who 
have been led to believe that the average gas plant in small 
communities is a gold-mine for its owners. Perhaps there will 
be still less for the consumer when table II, following, is con- 
sidered. This table shows on the same basis as before what the 
rate to the consumer should be in order to comply with the 
conditions as to adequacy laid down by commissions and courts, 
i.e. that the rate must be sufficient to cover operating, deprecia- 
tion and a fair return. 
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Summarizing table II we find: 


; Average Average Average 
Fair value gassold ratere- ratere- increase 
M.cu.ft quired ported or 


decrease 
9 utilities (287) $4,405,055 1,204,304 84 I.- — .16 16. % 
23 “ (72%) 3,241,604 487,264 = 1.56 1.26 30 23.8% 


In detail the figures speak for themselves, though it is but 
proper to say that some of the utilities requiring the greatest 
increase in rates are of recent establishment and must have 
time to develop their territory. 

Another point to be considered is that of the thirty-two 
utilities tabulated only five are receiving gas revenues of over 
$1.50 per M.cu.ft. (and it will be noted that none of these earned 
over 8%), sixteen receive $1.50 to $1.25, nine, $1.25 to $1, and 
two less than $1. 

These figures show beyond question that dollar or ninety- 
cent gas is so dependent on consumption, or in other words on 
density of population, that those who clamor for a universal 
dollar, ninety-cent or eighty-cent rate for gas do not understand 
the conditions. They also show that even the promoters and 
owners of a majority of the gas utilities of New Jersey (and 
probably elsewhere) have taken much more desperate chances 
than they were probably aware of when they fixed the price 
of gas for their communities. If the Public Service Gas Com- 
pany itself were obliged to earn operating, depreciation and an 
eight per cent return in each community in which it operates in 
proportion to its population, its rates would undoubtedly show 
the same inequalities as in the above table. It is a curious 
thing to remember that the commissioners, when they ordered 
the reduction rates in the Passaic division, also “recommended” 
that the company put the same rates into effect in all the rest 
of its territory. Since this company now serves about 70% of 
the entire population of the state, it would seem the only hope 
of state-wide goc gas lies in allowing that company to absorb 
all the other gas utilities, and it would be quite logical for the 
commissioners to “recommend” it! 


Paragraph (f), sub-section 17, section II, chapter 195, laws 
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of 1911 of the state of New Jersey, commonly known as the 
“public utility law,” reads as follows: 


“17. The board shall have power, after hearing, upon notice, bed order 
in writing, to require every public utility as herein defined; . . 

“(f) To carry, whenever in the judgment of the board it may be 
reasonably required for the protection of stockholders, bondholders or 
creditors, a proper and iy - uate depreciation account in accordance with 
such rules, regulations and forms of account as the board may prescribe. 
The board shall from time to time ascertain and determine, and by order 
in writing after hearing fix proper and me uate rates of depreciation 
of the property of each public utility, in accordance with such regulations 
or classifications, which rates shall be sufficient to provide the amounts 
required over and above the expense of maintenance to keep such prop- 
erty in a state of efficiency corresponding to the progress of the industry. 
Each public utility shall conform its depreciation accounts to the rates 
so ascertained, determined and fixed, and shall set aside the moneys so 
Ane ‘mec for out of earnings and carry the same in a depreciation fund. 

he income from investments of moneys in such fund shall likewise be 
carried in such fund. This fund shall not be expended otherwise than 
for depreciation, improvements, new constructions, extensions or addi- 
tions to the property of such public utility.” 

It will be observed that the law is slightly conflicting in 
that whereas the general authority conferred by the heading of 
sub-section 17 is permissive and paragraph (f) begins by say- 
ing a proper and adequate depreciation account shall be carried 
“whenever in the judgment of the board it may be reasonably re- 
quired for the protection of stockholders, etc.,” the next sentence 
reads that it “shall from time to time” fix adequate rates of de- 
preciation; and following this it is made mandatory on the 
utility to keep depreciation accounts and set aside funds ac- 
cordingly. It is generally understood that the commissioners 
expect in due time (if the legislature provides the necessary 
funds) to comply with this law, which means, of course, a valua- 
tion of every public utility under its jurisdiction. But whether 
the board does so or not, it would seem competent under the 
law for any stockholder, bondholder or creditor of a public 
utility in New Jersey to call on the board to fix depreciation 
rates for his protection. It is not very likely that any consumer, 
although his interests are just as much involved as those of the 
investor or creditor, will make such a demand; but on the other 
hand when he makes a complaint of unreasonable rates the 


question of adequate depreciation must perforce be considered. 

Taking the mandatory features of the section of the law 
just quoted in connection with the showing of table II, we begin 
to appreciate the dilemma, or series of dilemmas, confronting 
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commissioners, consumers and gas utilities —or perhaps it will 
bring the matter more closely home if we substitute “investor” 
for “utilities,” as a generic name for stock and bond-holder. 
Because a corporation is a distinct entity in the eye of the 
law has always been sufficient ground for unreasonable attacks 
by the public, though perhaps with good reason in some cases; 
but we are beginning to realize dimly that corporations are made 
up of real, live individuals and directors are human beings acting 
in trust for other human beings. What is unjust and unreason- 
able toward the corporation is unjust and unreasonable toward 
the men and women who compose it. 

The two horns of the dilemma confronting the commis- 
sioners may be stated as follows: 


If depreciation is enforced If the price of gas is not 
according to law, the price of raised, then depreciation can- 
gas to the consumer must be not be enforced without confis- 
raised to allow its being cation. 
charged. 


This dilemma applies, of course, only to the utilities whose 
rates are shown in table I to be insufficient to pay operation, 
depreciation and a fair return of 8%, but as shown they com- 
prise 72% of the utilities of the state which supply gas, with 
nearly half the fair value of property used for the public service. 
On the other hand they serve probably less than 20% of the 
population. With respect to the other 18% there is no difficulty 
facing the commissioners. Reduction in rates is or will be 
popular with eighty per cent of the people of New Jersey, and 
the conclusion is obvious. Such reduction, moreover, is not only 
popular but from both legal and accounting points of view is 
strictly correct and proper (admitting that the state has the 
right to determine and fix fair rates of return on investments in 
monopolistic enterprises—a question which is not considered 
here). But what about the other twenty-three gas utilities? If 
depreciation is a fact to be recognized in one case, is it not in 
the other? If a fair return, whatever be the rate, is just and 
reasonable in one case, must it not be in the other? 

Of course, it is an absurdity to question the fact of deprecia- 
tion — there is no “if” about it. Depreciation begins with the 
first step in construction and continues with the inexorable, un- 
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stayable progress of an Alaskan glacier. Dodge it as we may 
by refusing to account for it, the day of reckoning surely comes 
when the worn-out or obsolete unit must be replaced, and the 
money to pay for it must sooner or later come out of the price 
of the product. So if the commissioners should take refuge 
from the inevitable storm of wrath and denunciation following 
an unpopular increase in the price of gas in the case of the 
twenty-three gas utilities by taking advantage of the discretion 
granted in paragraph (f) and saying that a depreciation account 
is not reasonably required, they will merely postpone the evil 
day. In the meantime with such a ruling to justify them di- 
rectors who regard only the letter of the law could declare divi- 
dends from merely apparent earnings till compelled to stop 
for lack of cash. But it is doubtful whether under a strict 
interpretation of paragraph (f) the commissioners could escape 
the responsibility once an action of any kind involving rates 
was begun, for having “ascertained and determined” adequate 
rates of depreciation. The law is mandatory that they “shall 
. fix” them, and the utility must then conform to them. 

The economic effect of increasing the rates is another story 
and very complicated and interesting questions arise in the 
problems with which the investor must deal. 


If depreciation is enforced If the rates are raised con- 


but the rates are not raised 
where is the money coming 
from to pay it, to say nothing 
of a fair return? 


And again, since fixing the 


sumption will fall off, and the 
utility may be worse off than 
before. 


rate of depreciation necessarily 


includes taking care of accumulated depreciation, either by scal- 
ing down book cost value or by setting up reserves, whether or 


not the price of gas is raised, 


Decreased valuation of 
book cost of property means 
more or less impaired capital 
which must be made up by as- 
sessment or out of future earn- 
ings ; 


Or, if book value is retained 
and reserves are set up, the 
new liability must be offset by 
reserve funds to be accumu- 
lated out of future earnings. 


As to the first dilemma, the commissioners may well take the 
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stand that the state does not undertake to guarantee a fair return 
and is not concerned with past errors in judgment on the part of 
the investor. As shown in table I most of the utilities would be 
able to meet depreciation, and if the commissioners insist on 
that alone they will be doing their full duty. In other words, 
the question of fair return can arise only where the utility is 
now earning more than what the commissioners consider fair. 
It is plain enough that otherwise the other horn of the dilemma 
will become acute. Take the case, for example (an extreme one, 
to be sure) of utility No. 21 in table II. Raising the rate to 
$4.21 per M.cu.ft. would be farcical. The company would have 
to go out of business. But in general there is no reason to doubt 
that for a time at least many of the other utilities would ex- 
perience a serious falling-off in consumption until the public 
became used to the idea of gas as a luxury. In time increasing 
population would warrant a decreased rate, which suggests the 
idea that the “Boston” plan of a sliding scale of rates related 
to net returns to the investor would be a solution of the problem 
worthy of study by all concerned. 

When the second dilemma is considered it will be seen that 
it is inextricably involved with the first. True, the courts have 
held that consumers may not be called on to pay for losses due 
to past errors and bad judgment of the investor’s managers, 
so new rates should not contain any element of such losses to 
be paid by future consumers. Such losses should fall entirely 
on the investor. But, as we have seen above, courts and com- 
missions admit “early losses during development period” as an 
intangible value on which returns may be earned. In calculat- 
ing such losses fairness requires the consideration of the entire 
past history of earnings on the basis of a rate sufficient to cover 
operating, depreciation and a fair return, the deficit of each year 
to be added as an intangible value. The question becomes one 
of determining the limit of the development period, and under 
the premises assumed that will be when the deficit turns into a 
surplus, if ever. Logically nothing remains for the state but 
to undertake to prove past errors and bad judgment —a difficult 
task at best. Failing to prove such errors and mismanagement 
as would penalize the investor, the commissioners must perforce 
allow a price that will cover a fair return on these accumulated 
deficits, which to that extent will compel the future consumer to 
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pay for the losses of the past. Or else the doctrine of “early 
losses” as an intangible asset must be abandoned. 

In either case the investor gets the worst of it. Abnormally 
high rates mean no business. Normal rates sufficient to get busi- 
ness mean low returns on the investment and consequent diffi- 
culty in obtaining new capital for extensions, etc. It is true 
that market value of securities will adjust itself to the income, 
but this will not help the utility in a state where new stock must 
be sold at par and new bonds at not less than 80% of par. 

And what about the unhappy consumer? After he has 
waited through weary months of hearings at which he is com- 
pletely obfuscated by incomprehensible claims and counter-claims 
of “going value, going concern value, service value, theoretical 
depreciation, actual depreciation, etc., etc.” he finally faces a 
very simple dilemma, viz: 


If the present rate is insuffi- Or —no service! 
cient to cover operating, depre- 
ciation and a fair return, it 
must be raised; 


The alternative may not come at once, to be sure. There may 
be a period of deteriorating service with consequent complaints, 
quarrels, appeals to the commissioners and orders impossible of 
execution for lack of money. There may be reorganizations 
temporarily tiding over difficulties, but this is an investor's 
remedy only, for it must be borne in mind that prices are based 
on appraised fair value, not issued capital. There may be a 
receivership with its usual waste and final ruin, followed by a 
new company which takes over the old plant, and so on ad 
infinitum. But the final result— to be escaped only by the one 
absolute requisite, viz: adequate consumption to justify the 
lower rate —is abandonment of the enterprise by the investor. 
Then the only remedy left the consumer is state or municipal 
ownership, when general taxes may be drawn upon to make 
up operating deficits. Or, as already suggested, the Public Ser- 
vice Gas Company might take over all the gas utilities of the 
state, in which case we would have the amusing spectacle of a 
. private monopoly being operated by two boards of directors, the 
superior one representing the consumer and the inferior, the 
investor. As this is practically the case with each individual 
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public utility today there would be nothing surprising about it. 
It would merely make more strikingly clear to those who have not 
yet grasped the idea that the difference between state regulation 
and state administration of public utilities is just as plain as the 
difference between Tweedledum and Tweedledee. 

Whether this condition makes for better or worse is not 
material here. The conclusion that the condition exists is forced 
upon the writer through his actual experience with and his study 
of annual reports of state commissions. Rules and oriers are 
issued freely which affect operations in every department of a 
public utility. No officer is safe in following the instructions 
of his board of directors without first making sure they do not 
conflict with some order of the commission. Since the law 
makes the commission’s orders supreme, it is literally true, how- 
ever unpalatable, that the state through its commission really 
administers the affairs of public utilities. 


A few instances of such active control may be enlightening. 
A western commission has ordered the dismissal of a manager 
obnoxious to it; another is asking the legislature for power to 
compel the sale of utility securities by advertising for sealed 
bids ; commissions have, or assume, the right to fix the price below 
which securities may not be sold; another commission has suc- 
cessfully maintained in court the right to ignore the terms of 
an existing franchise, and claims in general the right to void 
any franchise at its pleasure—a point, by the way, which has 
judicial sanction, the famous Dartmouth case to the contrary not- 
withstanding ; and probably there is not a public utility in any 
“commission” state whose files do not contain letters from the 
commission “suggesting” or “recommending” changes in de- 
tails of management or operation — “recommendations” which 
it is hardly necessary to say are followed with almost ludicrous 
alacrity. State regulation is merging insensibly and rapidly into 
state administration, as it is bound to do under the sweeping 
authority conferred by utility laws. So far have we advanced 
(or retrogressed?) from a government of laws to a government 
of men. The system is here as far as public utilities are con- 
cerned, and the signs of the time indicate it will be extended in 
due course to all human activities in the United States. So far 
it appears to have worked satisfactorily to the public. The only 
question is whether it will prove eventually to be like the cele- 
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brated New Zealand labor system, which, it will be remembered, 
worked successfully to prevent strikes and labor troubles as 
long as wages were accommodatingly raised, but broke down 
sadly when hard times compelled a contrary course. 


In conclusion it appears as if there is an interesting time 
approaching for the New Jersey commissioners as regards gas 
utilities, and perhaps for other state commissions as well. When 
the commisioners complete the valuation of all the gas utilities 
of the state of New Jersey, and as required by the law fix the 
rates of depreciation, there will doubtless be a general demand 
by the utilities affected for an increase in the rates to the con- 
sumer, based on the established principle that the price of gas 
should cover operating, depreciation and a fair return of 8% on 
fair value of the property. What with the natural exasperation 
of the investor because of the scaling down of the value of his 
property, and the unreasoning wrath of the consumer over the 
increased price of gas, the commissioners will be in a fair way 
to become generally unpopular — at least in thinly-settled dis- 
tricts. And yet what else can they do? Depreciation is a fact 
to be reckoned with and the law says it must be accounted for. 
The commissions have established the doctrine of “early losses” 
as an intangible asset to be included in fair value. The courts 
have upheld the right of the investor to a fair return, or at least, 
not less than a fair return, on the value. “The law doth give 
it; the court awards it.” It seems like a case for the surgeon’s 
knife. The operation may be painful while it lasts, but it will 
be best for the patient in the end—if he survives! In time 
weak utilities will be weeded out or absorbed by stronger neigh- 
bors. Public utility securities will be stabilized and retain their 
high rank as a most desirable form of permanent investment. 
Economically this result is much to be desired for every reason. 
It was bound to come sometime through the operation of eco- 
nomic laws, and on the whole it is better that the readjustment 
should come before the pressure for lower rates on one hand and 
the increasing cost of production and distribution on the other 
force the utilities into that most disastrous and wasteful method 
of readjustment — receiverships and foreclosures. That inno- 
cent investors and consumers must pay the cost of past blunders 
and financial errors, to call them no worse, is regrettable; but 
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that “the sins of the fathers shall be visited on the children” 
is no less true economically than morally and biologically. 


The aboriginal Australian, when food supplies failed, used 
to abuse the shades of his fathers and spank their images, but 
beyond relieving his primitive feelings it did not remedy mat- 
ters! Nor did it help much to end a drought for him to cut the 
throat of the missionary who was endeavoring to teach him 
civilized ways of making a living. ‘And the moral of that is,” 
as the Queen says to Alice, that we public accountants when 
called in to help fight the commissions should endeavor to make 
our clients, whether investors or consumers, see the whole situa- 
tion clearly, and urge fair and equitable adjustment rather than 
a fight to the finish. No fair-minded commissioner — and a 
study of commission reports and decisions will convince any 
open mind that commissioners are, as a rule, fair-minded — 
wants to drive a utility to the wall or impose onerous rates on a 
community. An agreement between the contending parties to a 
sliding-scale of rates that will eventually place the utility on a 
sound basis and give the consumer equitable rates is sure to be 
accepted gladly by the commission. Unfortunately, it must be 
confessed, it is the tendency at present for both parties to throw 
the entire burden and responsibility of what is usually a com- 
promise decision on the commission after a bitter and rancorous 
fight. The result is that neither party is satisfied with the de- 
cision, however fair, and the commissioners are heartily damned 
by both sides. Failing, however, to induce his client to listen 
to reason, or if the other side prove obdurate, the accountant 
should be very careful to post his client’s attorney thoroughly as 
to the tendency and bearing of the financial data he obtains from 
the books and which may come up in testimony. He should at- 
tend hearings regularly if possible; at all events he should insist 
on having a copy of the stenographic notes after each hearing. 
On the stand he should have no hesitation in fearlessly criticizing 
accounting errors and fallacies in theories advanced or ap- 
parently entertained by the commissioners or their assistants. 
Accounting theory and practice in public utility valuations are 
still in a state of flux, and every accountant owes to the profes- 
sion and the state the duty of helping in even the humblest way 
to correct accounting heresies and to establish scientific methods. 
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By 


Municipal accounting, as we know it today, is of very recent 
development. So recent, in fact, that some of our text books 
dealing with the subject go no further than to describe the 
records of cash receipts, cash disbursements, debt and appropria- 
tion accounts that have been kept by national, state and muni- 
cipal governments from time immemorial. 

I was surprised, however, when recently I saw in the 1913 
edition of an often referred to work the following reference to 
municipal accounting: 


A municipal corporation’s principal asset is its power of confiscating 
the property of its members and others within its limits, through taxa- 
tion, to an extent which cannot be valued, but which is measured by the 
needs, as legally ascertained, of its members. In theory it is merely 
an agent for converting property into service. 

As for Philadelphia’s principal asset being its power of con- 
fiscating the property of its members and others within its limits, 
it would seem that a dollar tax rate for the entire city and 
county government, and a fifty cent tax rate for schools, can 
hardly be called confiscation in view of the many valuable 
services performed by it. And it does seem that assets aggregat- 
ing $296,994,223.77 at December 31, 1913, should not be over- 
looked in our system of municipal bookkeeping. These assets 
consist of $16,187,039.54 of cash, $4,466,617.80 of accounts 
receivable, $610,652.07 of stores and postage, $18,338,200.00 of 
sinking fund and fire insurance fund investments in our own 
city loans, $29,401.00 of securities, and $257,292,785.55 of land, 
structures, other improvements and equipment. The constant 
changes in the city’s assets tell an ever interesting story to our 
citizens and officers. 

The large capital outlays that all growing cities constantly 
have in contemplation make an analysis of the property account 
extremely important in forecasting what is best for the future 


1 Paper read before the Pennsylvania Institute of Certified Public Accountants 
at Philadelphia, March 20, 1914. 
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by the results of the past, just as in a private corporation before 
contemplated outlays would be authorized. 

Of the $5,224,926.38 of capital outlays in 1912 for property 
and equipment, $1,190,602.00 was for land, $3,619,438.76 was 
for structures and other improvements, and $414,885.62 was for 
equipment and miscellaneous. 

As to the municipality being an agent for converting prop- 
erty into service, is not this what the private corporation or- 
ganized for service does? It furnishes service and in return it 
receives property, or, in other words “cash,” as income. The 
nominal accounts “revenue (or income) accrued” and “expenses 
incurred” have as real a place and are as necessary to a proper 
understanding of operating results in a municipal corporation 
as in a private enterprise operated for profit. 

Much the same haze and mystery has, until recently, sur- 
rounded municipal accounting as existed in the minds of many 
persons as to the organization, functions, methods and procedure 
of municipal government. Municipal accounting has been looked 
upon by many as a system of records foreign and apart from 
the accounting methods that apply to private undertakings, and 
some even went so far as to presume that a complete record of 
assets, liabilities, reserves, surplus, revenues accrued and ex- 
penses incurred currently kept was impossible of application to 
the affairs of municipal corporations. 

City Controller Walton has applied to the accounts and 
finances of the city of Philadelphia, the accounting methods long 
recognized as essential to business success in the affairs of 
private corporations. As a result, the controller’s office of the 
city and county of Philadelphia now has a general ledger that 
shows the financial condition of the general account, capital 
account, and special and trust accounts, and operating results 
as well as condition of funds in a few summary controlling ac- 
counts. Detail ledgers are kept for expense, revenue, perma- 
nent properties, taxes, water rents and other accounts receiv- 
able, funded debt, mortgages and ground rents, and vouchers 
audited and warrants payable. 

Under the system of municipal and government accounting 
that obtained until recently, fund and appropriation accounts 
were very carefully developed, but proprietary accounting was 
almost lost sight of except for cash receipts, cash disbursements 
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and debt. No double-entry system of bookkeeping existed that 
provided for taking upon the books currently all transactions of 
a proprietary nature, affecting assets, liabilities, reserves, sur- 
plus, revenues and expenses. 

The problem of installing a modern accounting system for 
the city of Philadelphia was approached through the taking of an 
inventory of land, structures, other improvements and equipment, 
as of December 31, 1910, which inventory developed an asset 
the cost value of which was $250,351,352. This was taken upon 
the new general ledger together with the cash, outstanding taxes, 
water rents, other accounts receivable, audited vouchers, war- 
rants payable, funded debt, ground rents payable, mortgages 
payable, and surplus. A property ledger was started at the 
same time, which classified the lands, structures, other improve- 
ments and equipment by the department or bureau in whose 
custody they were, and by kind of property. 

Forms are now being printed for another inventory of prop- 
erty and equipment that will be taken as of March 31, 1914, and 
returnable to the city controller as of May 1, 1914. In design- 
ing these forms a great deal of attention has been given to the 
question of reserves for capital depreciation and repairs. The 
plan is to get as careful engineering data as possible at the 
time of taking this inventory as to the proper annual percentage 
allowance for capital depreciation and for repairs. If future 
experience shows that the percentage figures require some ad- 
justment, changes will be made from time to time. A fund 
of experience will be rapidly accumulated by the various operat- 
ing departments and bureaus and by the city controller’s office 
upon this subject. The interchange of these experiences will 
make possible the rapid development of highly accurate per- 
centages for capital depreciation and reserves for repairs for 
all the many kinds of buildings and other structures, non- 
structural improvements and equipment of the city and county 
of Philadelphia. 

An analysis of expenditures as of the time the vouchers are 
audited which was begun January 1, 1911, furnished a current 
distribution of expenditures that segregated capital outlay from 
current expenses, and general fund expenditures from loan 
fund expenditures. The general ledger proprietary accounts 
were segregated as to general account, capital account, 
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and special and trust accounts. The general ledger fund ac- 
counts were analyzed as to general fund, loan funds, and special 
and trust funds. The segregation of expenditures as to cur- 
rent or running expenses and capital outlay, and as to general 
fund and loan funds, makes it possible to know currently the 
amount of revenue money used for capital outlay and the 
amount of loan moneys used for current expenses and, conse- 
quently, for each accounting period the net use of loan moneys 
for expenses, or revenue moneys for permanent improvements, 
as the case may be. 

Expenditures are also analyzed by objects, in order to con- 
form to a requirement of law that city councils must appropriate 
specifically by objects. It has been found as a matter of prac- 
tice that such an analysis is used a great deal owing to the fact 
that members of councils, officials and citizens think constantly 
in terms of objects of expenditures, i.e., salaries and wages, 
printing, subsistence, materials, supplies, etc. 

Expenses incurred of the city and county of Philadelphia 
are now being classified by organization unit, function, character, 
and object. The organization unit makes it possible to show 
the expense incurred by each department or bureau; and by 
comparing one period with another relative costs are obtained. 

The analysis of expenses by function has proven exception- 
ally valuable, for the reason that new functions are constantly 
being added to municipal government, and oftentimes increases 
in expenses are due almost entirely or wholly to such additions 
rather than to increased cost of older functions. 

Analysis of expenses by character shows whether the ex- 
pense is for administration, operation, maintenance, or fixed 
charges. The character analysis also shows expenditures for 
capital outlay. 

The analysis of expenditures by organization unit, function, 
character, and object is made at the one time by means of 
punching holes in cards with a key punch. The cards are 
subsequently sorted and tabulated by electrical machines. 

After City Controller Walton had firmly established the 
new system of asset and liability, revenue, expense and fund 
accounting in the controller’s office, he extended it to the various 
departments and bureaus as of January 1, 1913, by publishing 
in December, 1912, a series of forms, known as the Blue Book 
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of Forms, which set forth for each department and bureau stand- 
ard documents, standard registers and schedules of documents, 
standard detail ledgers and standard monthly reports (or sched- 
ules of totals and balances) for the various detail ledgers. 

A year later (which brings us very nearly down to date) 
City Controller Walton published his Manual of Accounting, 
Reporting and Business Procedure of the City and County of 
Philadelphia. ‘This manual became effective January 1, 1914. 
It states in detail the procedure to be followed with the various 
kinds of documents, as well as the methods of registering and 
scheduling documents. The schedules are carbon copies of 
the registers and come to the controller’s office currently, where 
they are audited and recapitulated. It also sets forth the various 
detail ledgers to be kept, and the general ledger and general 
journal procedure together with the various standard monthly 
general journal entries. 

The manual requires the departments and bureaus to send 
to the controller’s office standard monthly reports, which are 
schedules of totals and balances drawn from each detail ledger. 
These reports, when filed in the controller’s office in loose leaf 
binders, make detail ledgers of revenue, expense, property, etc., 
for the city as a whole. 

The schedules of documents which are sent to the city con- 
troller’s office by each department and bureau are placed in loose 
leaf binders. Summary monthly totals are taken of the sched- 
ules of each kind of documents. These totals are the basis of 
the monthly journal entries for the city controller’s general 
journal. 

The general ledger in the controller’s office produces monthly 
summary balance sheets and operation accounts. It further 
controls through its accounts the various detail ledgers. It 
makes it possible to place upon the controller’s desk each month 
summary balance sheets and operation accounts on regular 
printed forms. The general ledger procedure in the city con- 
troller’s office has been developed to such an extent that stand- 
ard printed monthly journal entries are now used. 

One of the most important elements of value of the new 
accounting system is its segregation of the general account; the 
capital account, including permanent funds, properties and im- 
provements, and sinking funds, and the special and trust ac- 
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counts in the proprietary group; and the general fund, loan 
funds, and special and trust funds in the fund group. 

The information thus developed, as well as the power for 
action which it gives, is most interesting. It makes possible 
a scope of procedure over the whole field of finance which was 
impossible with fragmentary accounts and reports, and places 
within the controller’s reach a wealth of exact information relat- 
ing to the city’s financial condition, the operating results that 
are being secured, and the funding provisions made for the 
city’s future needs. It is only through such comprehensive 
and current information that the city controller can fulfill under 
modern conditions the exacting requirements of his office. He 
has emphasized most strongly in all his work the reporting phase 
of municipal accounting. In the modern sense, accounts are of 
little value unless they produce reports currently, promptly and 
accurately that tell in a summary way financial condition and 
operating results of each item of the summary statement ade- 
quately supported by the schedules of totals and balances from 
detail ledgers. 

One of the results of the installation of the new accounting 
system is a pending readjustment in the general account pay- 
ments to the sinking fund account of over four hundred thousand 
dollars a year. 

So much for the purely accounting side of this subject. I 
now wish to show how funds become available for appropria- 
tion, and to outline our budget making procedure. The prin- 
cipal distinction between municipal accounting, as we know it to- 
day, with its system of proprietary accounts, i.e., assets, liabili- 
ties, reserves, surplus, revenues and expenses fully developed, 
and the accounting of private enterprises is the high development 
of the fund and appropriation accounting of the former. Large 
private companies have recently given considerable attention to 
fund accounting, particularly in the matter of capital outlays, but 
nowhere has it been worked out as in municipal and govern- 
ment accounting. There it was developed very early under ex- 
plicit provisions of law as a means of insuring the expenditure 
of public moneys in accordance with the wishes and desires of 
the people as expressed through their duly elected representa- 
tives. The instrument of fund accounting which we recently 
have been hearing so much about, and which has been very greatly 
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developed and expanded, but which in its inception goes back a 
great many years, is the budget. 

Funds that become available for appropriation by city coun- 
cils for city and county purposes are divided into three main 
classes, viz.: general funds, loan funds and special and trust 
funds. 

General funds are secured through the medium of the city 
controller’s legal estimate of receipts which he makes annually 
to city councils in November. In addition to this annual esti- 
mate there is usually a fund surplus available at the closing of 
the year’s books, arising from an excess of actual receipts over 
the estimated receipts and from merging balances of appropria- 
tions. These are the only sources from which general funds 
may be secured for appropriation, with the exception that city 
councils may authorize a temporary loan not exceeding $1,200,- 
ooo, redeemable in four months. 

The amount of loan funds available for appropriation at any 
time depends upon the borrowing capacity of the city. In 
arriving at the borrowing capacity the first step is to determine 
the debt limit. The state constitution of 1874 limits the city’s 
debt to 7 per cent of its assessable property. Prior to the act 
of June 17, 1913, the borrowing capacity of the city was based 
almost entirely upon the assessable value of real estate — only 
about $2,000,000 of personal property, horses and cattle and 
carriages to hire being taxed for city and county purposes. 
This act of legislature, however, made money at interest taxable 
for city and county purposes, thereby increasing the borrowing 
capacity slightly over $40,000,000. The act of July 21, 1913, 
restricts the borrowing capacity based upon personal property to 
“transit facilities and other permanent improvements,” so that 
we now have a debt limit for general purposes based upon the 
assessable value of real property, and a debt limit for special 
purposes, such as transit facilities and other permanent improve- 
ments, based upon the assessable value of personal property. 

The net funded debt is determined by deducting from the 
gross funded debt the par value of city loans held by the com- 
missioners of the sinking fund and the net city debt outstanding 
for school purposes. To the net funded debt are added mort- 
gages and ground rents outstanding. The total debt thus ob- 
tained, when deducted from the debt limit, gives the amount 
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of loans that the city can issue or, in other words, its bor- 
rowing capacity. In determining what further loans can be 
authorized, however, the total of loans authorized and un- 
issued is deducted from the borrowing capacity. 

It is thus seen that the amount of loan funds that becomes 
available for appropriation each year depends upon the in- 
crease in the assessed valuation of taxable property, upon 
changes in the gross amount of funded debt outstanding, upon 
the increase in the amount of city loans held as investments by 
the commissioners of the sinking fund, upon the decrease in 
the net school debt outstanding, and upon any changes in the 
mortgages or ground rents outstanding. 

Special and trust funds become available for appropriation 
through the receipt of money by the city treasury for special 
and trust purposes. This money is kept in the city treasury in 
special funds, and is appropriated by city councils for the specific 
purposes for which it was received. 

Having seen how city councils are provided with funds for 
appropriation, general, loan and special and trust, the question 
naturally arises in the minds of many people as to the machinery 
for supplying city councils with accurate and complete informa- 
tion upon which they can pass intelligent judgment as to the 
departments and bureaus to which they shall appropriate money, 
for what functions or activities it shall be appropriated, as to 
the character of the expenditure, whether it shall be appropriated 
for administration, operation, maintenance, debt service or other 
expense, or for capital outlays that later shall pay satisfactory 
returns to the city through making possible large economies in 
operation and maintenance. Further than this, city councils 
must know the objects of expenditure for which they appropriate 
funds, because an act of legislature specifically requires that no 
appropriation shall be made of the moneys of the city without 
an ordinance therefor, expressing the obects thereof and the 
amount appropriated for each object. 

The procedure by which this information is obtained for city 
councils is known as the preparation of the budget. The de- 
partments and bureaus prepare upon printed forms, issued by 
the city controller each year, their estimated requirements for 
the new year. These forms are so prepared that the estimates 
may be classified as indicated above. The estimates as originally 
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prepared are subject to numerous revisions, first in the respective 
bureaus, then in the directors’ offices, and, finally, in conferences 
between the mayor and his directors. When satisfactory to the 
mayor they are forwarded to the city controller. 

The estimates of the various county departments and offices 
are forwarded at about the same time as city departmental esti- 
mates to the city controller. The latter recapitulates the esti- 
mates of the city and county departments and submits such 
recapitulation, together with his legal estimate of receipts and the 
detailed departmental estimates, to city councils, who then fix 
the tax rate and make appropriations for the new year. 

In addition to the annual general fund budget estimates, 
further estimates covering contemplated permanent improve- 
ments are made by the various departments and bureaus and 
submitted to city councils from time to time. The latter in their 
discretion prepare loan ordinances to meet these requirements. 
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Ethics 
By WILLIAM WHITFIELD, C. P. A. 


The “science of human duty,” as it applies to the account- 
ing profession, is a matter of far reaching consequence and merits 
serious consideration by those who would secure—in their deal- 
ings with their clients, their contemporaries, and the public— 
that degree of respect and profit which is derived only from the 
pursuance of high ideals, the practice of honest principles, the 
performance of efficient and valuable service and the recognition 
of these merits by others as well as by themselves. 

With the profession of accountancy, unique in its infancy and 
its importance to financial and commercial interests, it is to be 
hoped that continuous discussions of its ethics may result, not 
only to serve as markers of the progress of the vocation but 
also to aid in its development. Such usages as are now observed 
must necessarily be multiplied from time to time by additional 
duties assumed—and to some extent thrust upon the members of 
the profession—as logical obligations or for enhancing the value 
of services rendered. 

It would not be rational to suppose that new ethics would be 
adopted generally except as being of benefit, nor would it seem 
wise for individual members to ignore those principles and 
practices which have stood the test of time, and being of proven 
merit, are in favor with the majority. Furthermore, the account- 
ant should study the expectations of his clients and the public 
as to the dignities and responsibilities to be observed, and as far 
as possible should anticipate such expectations. At no time 
should the logical responsibilities of the profession be in any 
way evaded or shirked; such action would result in disparage- 
ment, not only to the work of the individual but to accountancy 
in general. 

To achieve the largest results there must be a willingness to 
assimilate the most advanced usages not only of this, but, as may 
be applicable, of all other professions. By this means account- 
ancy will attain its rightful position as a prime factor in the 
business world, as relates to its organization, efficiency and 
advancement. 
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The main underlying principle of ethics is the engendering of 
a feeling of confidence in the accountant—both as to his moral 
integrity and his ability—in every possible direction; this should 
be encouraged, as its dissemination can never be too great. Only 
comparatively insignificant and profitless work can be secured 
by the accountant who cannot command confidence. 

In the line of securing business it can seldom be considered 
that advertising is a policy that encourages confidence. The effi- 
ciency of the accountant cannot thereby be accurately gauged, 
and it may develop in the mind of the public the idea of lack of 
patronage or failure to secure a full appreciation of service from 
such as have had dealings with him. 

It also carries the impression that accountancy is a mere 
merchantable chattel, of more or less standard quality, which may 
account for some of the requests made of accountants for com- 
petitive bids. Such an impression at once destroys the personal 
equation factor, the greatest asset of all professions. The weigh- 
ing of one accountant against another on a cost, rather than on 
a merit, basis will result too often in dissatisfaction to both client 
and accountant. It would seem that advertising redounds to 
the benefit, in many cases, not of the accountant who incurs the 
expense, but rather of others. To a limited extent it may create 
an interest in, and perhaps a discussion of, accountancy, which 
results in the prospective client referring to an accountant with 
whom he may be familiar, or to making inquiries of his bankers or 
other business acquaintances. 

The greatest source of business should be clients for whom 
service has already been rendered. Failure in this respect is the 
most conclusive evidence of inefficiency. Recurring service for, 
and recommendation by, former clients, is the supreme test of 
accounting success. 


General solicitation of business by accountants is a material 
factor in lowering the profession in the estimation of the public. 
It indicates a desire to get work of any kind and at any price; 
it necessarily places the accountant, if engaged, in the position 
of a subordinate and beholden to his employer, rather than in 
the position of a disinterested specialist, to some extent dicta- 
torial. 

The cutting of rates on the part of an accountant, with the 
knowledge of the client, cannot fail to diminish the prospect of 
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establishing confidence, nor to undermine such feeling of trust 
as may already exist. It curtails the just profits to which the 
accountant believes he is entitled in establishing rates, it betrays 
a weakness in not adhering to the scale adopted, and doubtless 
lessens his own self respect. The accountant who, upon learning 
the nature of prospective work, states his per diem rates defi- 
nitely, immediately lays his first foundation stone to respect. 

The attempt to divert business already held by another ac- 
countant is reprehensible from all standpoints; in the legal pro- 
fession it has been considered a just cause for disbarment, so 
injurious is its effect. 

The relations and dealings with the client should be most 
confidential, his affairs buried in the utmost secrecy. In the 
performance of the duties of the profession an obligation exists 
to make of the service an exact science, tolerating no undue 
prejudices, and always keeping in mind the unknown numbers 
who are compelled to base their opinions on such information 
as the accountants, as independent and responsible persons, fur- 
nish. 

Since it is a fact that clients usually prefer their accountants 
to be men of good standing among their fellow accountants, it is 
desirable that a strict observance of ethics be followed; by such 
means, embracing a unity of thought and action by accountants, 
will the profession be advanced and upheld as one of which we 
may be proud, and through which we may be plenteously re- 
warded. 
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EDITORIAL 


Corporations and the Common People 


It is a thousand pities that the ordinary man of ordinary 
means, who in the aggregate is designated “the common people,” 
has not considered the logical result of the campaign of “trust- 
busting” which has spread over the country during the past 
few years. It sounds very well to decry and defame railroads, 
industrial corporations and the like; and it generally carries with 
it a certain amount of prestige among critics at the corner 
grocery. Unfortunately the effect of this sort of tirade is not 
confined solely to that ancient seat of political criticism, but 
the orator may find a ready audience in places where it might 
reasonably be expected that a higher degree of wisdom would 
prevail. 

So long as the idea of attacking the railroads and industrial 
corporations is restricted to abstract discussion there may be no 
valid objection to it. There comes a time, however—and unfor- 
tunately that time has come—when this insensate attack reaches 
the point where it will do vast harm. When the legislators of 
state and nation are imbued with the idea that every combina- 
tion of capital or enterprise is a menace to the public weal, the 
welfare of the country is seriously imperilled; and when the 


367 


The Journal of Accountancy 


conception comes to birth no one knows what irreparable dam- 
age may be wrought. 

It is difficult to understand how any nation can tolerate for 
a moment a propaganda which has for its avowed object the 
destruction of corporate enterprise; and yet in this land with 
its one hundred million people, there is probably a great ma- 
jority which would express itself against any sort of corporate 
endeavor as opposed to individual effort. 

Let us look for a moment, however, at the inevitable out- 
come of any course of action leading to the destruction of rea- 
sonable combinations of interests. If we study this matter care- 
fully we shall find that the man in the street, the man in the club, 
in fact nearly every voter at the polls has a vital and personal 
interest in the maintenance and integrity of corporate enterprise. 
This is not an affair solely concerning the rich or even the 
moderately well-to-do. It affects directly every man who has a 
dollar on deposit in a savings bank and every man who has set 
aside a portion of his income for the protection of his family 
in the event of his death. It has been estimated that the sav- 
ings banks and insurance companies of the country have ap- 
proximately two billions of dollars invested in railroad and in- 
dustrial bonds. It has also been estimated that approximately 
twenty million people are interested in the stability of these 
two kinds of fiduciary institutions. Every man who has a sav- 
ings bank account or an insurance policy is affected by the con- 
dition of the bonds of railroads or industrial concerns. 

For a long time it has been a favorite pastime to attack 
railroads and other corporations in the belief that they were 
amassing enormous sums of money at the expense of the com- 
mon people. It has been asserted time and again that the rail- 
way rates are too high or that the cost of necessary commodi- 
ties is excessive, and it has been easy to point to the stupendous 
fortunes which have been accumulated by a few individual men ; 
but the truth of the matter is that every man in the country, 
be he rich or poor, has an interest personal and intimate’ in the 
upbuilding of great commercial undertakings and in the main- 
tenance of this country’s prosperity. It seems as though some 
strange hallucination had overspread the country. Every stump- 
orator finds that he has only to utter the most absurd denuncia- 
tions against the corporations in order to obtain the ear of the 
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multitude and the applause of the unthinking. Yet if there 
were no corporations the condition of the country would be de- 
plorable and every man in it would find himself in an infinitely 
worse position than that in which he stands today. 

It is admitted frankly that there should be and must be some 
control of the activities of railroad and other corporations. 
There should be the strictest supervision of the issuance of 
securities ; the mad financing of former years must be avoided 
in the future; but the way to prevent wild-cat schemes and the 
consequent defrauding of the public is not by a wholesale con- 
demnation of every corporate enterprise, but rather by a wise 
discrimination between methods worthy and unworthy. A\l- 
ready it is possible to discern a slight revulsion of feeling against 
the theory that all corporations are a fit butt of attack. People 
are beginning to wonder whether or not it is wise to deprive 
every corporation of every means of livelihood. The condition 
of the stockmarket, the steady decline of bond values, the ob- 
vious decrease in the country’s purchasing power—shown by the 
recent trade returns—all these and other things are having effect 
and it seems as though the public itself (which has been so 
vociferous in its demand for the strangulation of the so-called 
trusts) were beginning to see there may be combinations of 
capital which are for the good of the nation at large. This feel- 
ing no doubt will spread and sooner or later will be heard in no 
mistakable manner at the polling booths ; but the one point (which 
although most important seems to have been entirely overlooked ) 
is that every one of us has a direct interest in combating anything 
which makes for the restriction of corporate activity within too 
narrow limits. 

It is the proud boast of the United States that its volume of 
savings deposits is the greatest in the world. The phenomenal 
growth of our great insurance companies has been another source 
of pride. In order to protect the funds of the people invested 
in these two classes of institutions, state legislatures have speci- 
fied the media of investment permissible, and a great portion 
of the funds of both has been invested in railroad and, in many 
states, in industrial bonds. Yet we find these same legislatures 
and these same people whose funds are concerned clamoring for 
destruction of the very corporations upon whose securities so 
much depends. It is a strange anomaly and when the chronicle 
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of this time comes to be written the historians will find it dif- 
ficult to reconcile or to explain the extraordinary contradiction. 

It may be argued that the just way to convince the public 
of the unwisdom of so persistent an attack against legitimate en- 
terprise is to allow nature to take its course, but we believe that 
there is a better way. 

There should be an effort to educate the public before worse 
harm is done, and by every sign and token the time for educa- 
tive effort is here. 


The Students’ Department 


On another page of this number of THE JourNaL oF Ac- 
COUNTANCY will be found the fifth instalment of the Students’ 
Department under the able editorship of Mr. Seymour Walton. 
When the department was begun in the January issue we con- 
gratulated our readers and ourselves upon the good fortune of 
obtaining Mr. Walton’s assistance. The result more than justi- 
fies that congratulation. From all parts of the country we are 
receiving letters of commendation and the department bids 
fair to become what it was intended to be, namely, the last word 
in accountancy education for the aspirant to C. P. A. honors. 

One point, however, should be impressed upon the readers of 
THE JouRNAL. The Students’ Department is not intended to be 
solely an ex cathedra statement. It is desired that it should be a 
forum for the discussion of accountancy with a particular bear- 
ing upon the problems and difficulties which confront the student. 
In order to be this it is necessary that students and others should 
feel free to write to THE JouRNAL, asking questions which occur 
to them and making suggestions which may be of value to 
others who are in search of accounting knowledge. Therefore, 
we cordially invite correspondence and are confident that the 
editor of the Students’ Department will find it a pleasure to reply 
to questions asked and to render assistance to those who are in 
need of it. 
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Editorial 
Against Departmental Reforms 


At the end of the urgent deficiency bill recently enacted by the 
congress of the United States appears the following interesting 
and instructive section : 


“Sec. 4. That no part of any money appropriated in this or any other 
act shall used for compensation or payment of expenses of account- 
ants or other experts in inaugurating new or changing old methods of 
transacting the business of the United States or the District of Columbia 
unless authority for employment of such services or payment of such 
expenses is stated in specific terms in the act making provision therefor 
and the rate of compensation for such services or expenses is specifically 
fixed therein, or be used for compensation of or expenses for persons, 
aiding or assisting such accountants or other experts unless the rate o 
compensation of or expenses for such assistants is fixed by officers or 
employees of the United States or District of Columbia having authority 
to do so, and such rates of compensation or expenses so fixed shall be 
paid only to the person so employed.” ; 

It is impossible for the ordinary layman of moderate men- 
tality to ascertain exactly what congress had in view when it 
decided to enact so remarkable a provision. Representatives of 
the American Association of Public Accountants took the trouble 
to go down to Washington and point out to some of the mem- 
bers of both houses the fallacy of such a law and the effect which 
it would have upon the employment of expert accountants, but 
so far as can be discovered there was no valid argument in favor 
of the proposition except a certain deep-seated and apparently 
ineradicable fear that someone would be overpaid. We all know 
that such a thing has never been known to happen on Capitol 
Hill, therefore anything which would savor of special interest 
or monopoly or of any of the other hobgoblins which are used 
to frighten a timorous public must be prevented at all hazards— 
but, to be quite frank we think that the gentlemen who are re- 
sponsible for the regulation somewhat misunderstand condi- 
tions. 

For a long time it has been the effort of accountants to do 
away with the old practice of a flat contract rate for accounting 
services, laboring under the impression that it is infinitely better 
for the man who buys services to pay for exactly what he re- 
ceives rather than to pay a lump sum which may be too little or 
too much (and it may be said in passing that contracts are not 
apt to err on the side of underestimation). 

The case was well presented by the president of the Ameri- 
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can Association in a brief submitted to the committee on ap- 
propriations of the United States senate, and in view of the 
importance of the question at issue we append the full text 
of the brief. 

There seems to be little to add to the arguments adduced by 
Mr. Montgomery. Since his brief was presented the bill has 
become law and for the present at least there is no likelihood that 
this absurd provision will be repealed. In the meantime it is 
improbable that accountants will be largely employed and the 
country will lose the service of experts which many of us think 
could be profitably utilized. 


We believe that no accounting firm has ever made a vast 
amount of profit out of government work. In many cases work 
has been undertaken practically at cost. Therefore from a 
financial point of view the new law will not work any hardship 
upon accountants but it is a sad commentary upon the congress 
of the country that in this year of grace it should adopt a rul- 
ing so diametrically opposed to the spirit of the age. 


MEMORANDUM ON THE RIGHT AND DESIRABILITY OF EXPERTS TO CHARGE 
HIGHER RATES FOR THE SERVICES OF THEIR ASSISTANTS THAN THE COM- 
PENSATION DIRECTLY PAID TO SUCH ASSISTANTS. 


By Ropert H. Montcomery, 
President, American Association of Public Accountants 


The employment of so-called “experts” has greatly increased during 
recent years. These “experts” include professional engineers, public 
service management associations, chemists, accountants, statisticians and 
others. The increased call for their services by public and private clients 
of the very highest intelligence, official position and business standing 
proves without further argument that the necessity for such services 
- exists, and the services rendered must at least approximate the expecta- 
tions of clients or the demand would diminish instead of increase. 

The service cannot continue if it should become the practice for a 
client to insist upon the right to deal directly with the organization of the 
“expert,” the term “organization” including not only the individual mem- 
bers of the staff employed upon a particular engagement for a client but 
necessarily includes the office employees, such as stenographers, typists, 
proof readers, telephone operators, office clerks, et al. 

Furthermore, an organization of the size now demanded to care 
adequately for important and confidential engagements must maintain 
commodious offices, equipped with modern mechanical devices, and fire 
and burglar proof filing facilities, and such an organization is ex- 
pensive—more so than may be necessary to meet the minimum demands 
upon it. The office staff receive higher compensation than may be 
deemed to be necessary by those not familiar with all of the aspects 
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of the question, but unless the organization is maintained upon the 
basis of ability to take care of maximum requirements it will completely 
break down at the very moment when the necessity for its existence is 
greatest. 

Although dealing with professional services the principle involved 
is paralleled by business organizations which are held up as models of 
the highest efficiency. The owner of an iron furnace in selling pig 
iron would resent the suggestion of a prospective purchaser to pay 
wages directly to the laborers who made the iron. He would very 
properly suggest that the cost of iron includes items of depletion of 
mines, use of plant, supervision of executives and clerks and similar 
charges. A banker who lends money at five per cent would resent the 
suggestion of a borrower that he pay direct the two per cent which the 
banker pays upon the balances of his depositors. A lawyer who charges 
a fee would resent the suggestion of his client to pay his clerks or other 
office employees. 

The suggestion is made, however, that public accountants whose 
services are required by departments of the federal government shall 
delegate to the government the payment of their assistants, thus in 
effect imposing upon the latter the very doubtful policy of accounting 
to their employers for the difference between their normal salaries and 
the amount received from the government. It is obvious that such a 
system would demoralize an otherwise efficient staff. The per diem, rate 
paid by the government covers many elements besides the specific or 
pro rata per diem salary accruing to the accountant who is a member of a 
staff of accountants. There must be a considerable margin for unem- 
ployed time, sickness and vacation of the individual employed, as well 
as a proper proportion of the expenses of maintenance of the organiza- 
tion referred to above. 


It cannot be urged that the government can ever secure the services 
of competent accountants who will be free from these “over-head” 
expenses. If an accountant is practising alone and is therefore not 
obligel to account to any one else for the per diem received for his 
services, his “over-head” is relatively higher than is the case with a firm 
of accountants maintaining a large staff. The service demanded from 
practitioners of any profession requires that they be available when 
needed. The existence of a large number of solitary practitioners, 
without offices and office facilities, could never avail for sporadic demand. 
If the service is of a continuous character, a permanent staff should be 
organized. If the demand is intermittent, as it inevitably is, those re- 
quiring the services must know where to find competent men. It so 
happens that the work is not only intermittent but it is of a character 
which demands the highest possible ability to perform. Accountancy 
is a profession which calls for long practical experience as well as 
theoretical and technical training, otherwise in undertaking an important 
investigation the untrained man will be acquiring his experience and skill 
as he goes along, and at the expense of some one else,-instead of start- 
ing in with it. Cases are not infrequent where investigations conducted 
by inexperienced men cost many times as much as those undertaken by 
experienced men who know what to eliminate and what to do. 

Obviously, the inexperienced must gain experience but it can be done 
efficiently and economically, rather than at the cost of the government as 
would be the case if the proposed bill becomes a law. For instance, 
suppose a specific investigation is to be undertaken. It is estimated that 
six accountants should be employed. It might be possible to secure the 
services of six detached and otherwise unemployed accountants at $15.00 
a day each, or any one of several firms of accountants could furnish an 
experienced senior at $50.00 a day and five assistants at $15.00 a day 
each. In one case the government would pay $75.00 a day—in the other 
case $125.00 a day. Now about the results? The individuals would 
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have no responsibility except to themselves; they could work or quit 
as they liked. They coul« not have back of them an established organiza- 
tion with its attendant expense or they would not be working for $15.0q 
a day. They could not have long and varied experience or they would 
not be available. In other words, it would be a gamble, pure and simple— 
“Heads I win, tails you lose” for the men as against the government. 
It might easily be that at the end of the engagement the men would have 
acquired valuable training and be better equipped for the next time, 
but it surely would take them twice as long and the results would not be 
- dependable as if the investigation were conducted along scientific 
ines. 

If the $50.00 a day man were in charge of five others at $15.00 a day 
(or at any other rate) the government would have, in effect, the benefit 
of the services of six $50.00 a day men. One thoroughly qualified ac- 
countant can readily supervise the work of a number of others. There is 
more or less detail in investigations. It can be done in a $50.00 a day 
way or in a $15.00 a day way. If the $50.00 a day man is in charge of 
his own assistants all of the work will be done his way and time will 
not be lost in experiment, duplication and wholly unnecessary work. 

True, the $15.00 a day men will not be paid | pen a week salary, but 
they will not work 313 days a year, and all of the expenses of the or- 
ganization to which they belong will have to be paid before any part of 
the difference between their salaries and $15.00 a day can be considered 
as profit. As a matter of fact some of the assistants might receive very 
low salaries, and if the English custom can be adopted here some of them 
may pay their firms instead of being in receipt of a salary. 

It has never been contended that the work of a law clerk, serving his 
apprenticeship, should not be charged for by a lawyer—the work per- 
formed, the service rendered have been and always must be the measure 
of compensation. To put professional services on the plane of trade 
unions with a uniform wage for a far from uniform service would be 
ludicrous. The most expensive workmen frequently are those to whom 
the lowest compensation is paid. The most economical are those to whom 
the highest compensation is paid. The higher a man stands in his pro- 
fession the more jealously he guards his reputation, the more anxious 
he is to give a qutd pro quo. 

If the provision in question is enacted into law it will automatically 
put eek the reach of the government the most skillful and experi- 
enced professional men, thus depriving it of services which might be of 
unquestioned advantage and profit. On the other hand, the demand for 
expert services is so insistent and general that such services will be 
secured, and, if competent men cannot be found, incompetent and in- 
experienced men will be employed to the detriment of the government in 
respect of results achieved. And the inferior work, inevitable under 
such conditions, will cost more than if a way is found to retain the 
services of qualified practitioners. 
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REGULAR SEMI-ANNUAL MEETING OF TRUSTEES 


The regular semi-annual meeting of the board of trustees of the 
American Association of Public Accountants was held at 11 a. m., Mon- 
day, April 13, 1914, at the Lawyers Club, 115 Broadway, in the city of 
New York. 


Present : 
President R. H. Montgomery in the chair 
Messrs Carl H. oy (treasurer) 


1s. Corwin 


° 


> Richurdson (secretary) 


The minutes of the preceding meeting were approved. 
The following reports were received: 


Report of the treasurer 

“secretary 
executive committee 
committee on accounting terminology 
committee on Journal 
committee on state legislation 
special committee on professional ethics 


Oral reports were made on behalf of the committee on annual meet- 
ing, the committee on arbitration, the committee on education, and com- 
mittee on federal legislation. 


A letter was read from the New York State Society of Certified Pub- 
lic Accountants covering a report of a committee of that society and re- 
questing that the by-laws of the American Association of Public Account- 
ants should be altered so that no dues should be exacted by the associa- 
tion on account of: 


1. Members-at-large of the American Association, who are likewise 
members of this society and who pay their own dues direct to said 
association. 
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2. Junior members as they cannot have representation in the American 
Association. 

3. Members who cannot be admitted to fellowship in the American 
Association by reason of the requirements of said association; and it 
should be borne in mind that certified public accountants certificates are 
now issued in this state only to those who have had at least two years 
of accounting practice in the office of a public accountant. 

It was pointed out that the first two classes of members mentioned 


do not at present pay dues to the association. 

The secretary read a brief prepared under instructions of the executive 
committee setting forth the history of the relations between the American 
Association of Public Accountants and the New York State Society 


of Certified Public Accountants. 

After discussion it was moved, seconded and unanimously carried: 

That the committee on constitution and by-laws be instructed to pre- 

re for submission to the next annual convention of the association the 

ollowing proposed amendments to article V of the by-laws. 

Section 4 shall be amended to read as follows: 

“No dues shall be required to be paid by any state or district society 
for those of its members who may not be entitled to become society 
fellows of this association, unless at their own request they shall become 
associates of this association.’ 

Existing sections 4, 5 and 6 shall be advanced one number and shall 
read sections 5, 6 and 7 respectively. 

Article II, section 7 of the constitution shall be amended to read as 


follows: 

“Upon the admission to membership of any fellow or associate in 
any state or district society which has been admitted to this association 
the secretary thereof shall report such member to the secretary of this 
association, provided such member shall possess the qualifications neces- 
sary for his admission as a fellow to this association, but not otherwise, 
unless such member shall himself request that he be admitted as an 
associate and upon his election by the board of trustees such member shall 
become a fellow or associate of this association subject to the provisions 
of sections 2 and 3 of this article. Society membership in this associa- 
tion shall cease when any member ceases to be a member of any constitu- 
ent state or district society.’ 

And all articles or sections of this constitution and by-laws in conflict 
with these amendments shall be null and void. 

The committee on membership submitted its report and the following 
were elected members of the association: 


Missouri ae of Certified Public Accountants: 
llow 


W. W. Rankin, C. P. A. 


Ohio Society of Certified Public Accountants: 
Fellows: 
John B. Geijsbeek, C. P. A. 
Charles Byron Williams, C. P. A. 


Oregon State Society of Certified Public Accountants: 
Fellows: 

Albert Lester Andrus, C. P. A. 
George Parker Clark, C. P. A. 
Max Crandall, C. P. A. 
Joseph Gundry CP. A. 
C. A. Mackenzie, C. P. A. 
Seth L. Roberts, C. P. A. 
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Minnesota Seokety of Public Accountants: 
ow: 
Frederick G. Colley, C. P. A. 


Associates : 
Clare L. Rotzel, C.P.A. 
William Guthrie, C. P. A. 


Certified Public Accountants of Massachusetts, Inc.: 
Associate : 
W. Chester Gray, C. P. A. 


Washington Society of Certified Public Accountants: 
Fellows: 
H. W. Carroll, C. P. A. 
J. D. Currie, C. P. A. 
A. S. Hansen, C. P. A. 
George W. Klinefelter, jr., C. P. A. 
S. Edwin Linz, C. P. A. 
W. Mayors, C. P. A. 
E. J. Miner, C. P.A. 


Wisconsin Association of Public Accountants: 
Fellows: 
Leslie S. Everts, C. P. A. 
Arthur G. Jones, C. P. A. 
Carl Penner, C. P. A. 
re E. Reilly, C. P. 
ward H. Schroeder, C. P. A. 


Delaware Society of Certified Public Accountants: 
Fellows: 
W. A. Clader, C. P.A. 
Clifford E. Iszard, C. P. A. 
T. Whitney Iszard, C. P. A. 
Edward M. Stradley, C. P. A. 
Peter T. Wright, C. P. A. 


The chairman of the committee on membership reported that applica- 
tions for membership from the New York State Society of Certified Public 
Accountants, the Virginia Society of Public Accountants, Inc., and the 
Colorado Society of Certified Public Accountants had been received after 
the meeting of the membership committee. 

Action was deferred until the trustees’ meeting in September. 

A communication from Mr. J. S. M. Goodloe relative to the Ohio 
Society was referred to the executive committee for action. 

The names of fellows at large who under the revised by-laws had 
ceased to be members for failure to pay their dues within five months 
after the annual meeting were read. 

The deaths of Messrs. Joseph H. Kingwill of Colorado and Charles 
Lewer of Pennsylvania were announced and resolutions of regret and 
sympathy were passed with instructions that copies thereof should be 
transmitted to the respective families. 

Meeting adjourned. 
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Income Tax Department 
Eprrep By Joun B. Niven, C.P.A. 


The rulings published by the treasury department since the last issue 
of Tue JouRNAL, are printed as usual in this number, and are as follows: 

Ruling No. 1956 which provides for inquiries addressed to Wash- 
ington to be answered in the offices of collectors. 

Ruling No. 1957 which holds that the income of partnerships as such 
is not subject to tax, nor according to the provisions relating to deduc- 
tion at the source, but that partnerships have to file certificates as evi- 
dence of ownership in ordinary course. 

Ruling No. 1960 which gives an interpretation of the provision of the 
law designating the interest to be deducted in the returns of corpora- 
tions. This was referred to in last month’s JouRNAL. 

Ruling No. 1961 which provides for the ownership of bonds by 
fiduciaries having the control of more than one estate, being declared 
on the one certificate. 

Ruling No. 1962 which reminds collectors and others that income 
tax returns are inviolably confidential. 

Ruling No. 1065 which directs that payment of tax retained is not 
to be accepted from the withholding agent until the thirty days allowed 
for reclaiming have expired. 

Ruling No. 1967 which advises that corporations exempt from taxa- 
tion are also exempt from the provisions relative to withholding agents. 


TREASURY RULINGS 


(T. D. 1956 February 14, 1914) 


Inquiries relative to the income tax covered by regulations and rulings 
to be answered by collectors. 


A large part of the volume of correspondence coming to this office 
asking for information relative to making return and ascertainment of 
net income, etc., for the income tax, is sufficiently covered by regulations, 
and should be answered in the offices of collectors. 

Collectors have been furnished with copies of regulations No. 33, 
and will be advised from time to time of additional rulings in income- 
tax matters. 

Collectors are therefore advised that letters coming to this office 
asking for information which should be supplied by collectors in ac- 
cordance with instructions and regulations furnished them will be re- 
ferred to collectors for reply and writers of the letters advised of the 
reference. Collectors, upon receipt of letter referred to them by this 
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office, will give immediate attention to the subject-matter of the inquiry, 
in accordance with the regulations and instructions bearing upon the same. 


(T. D. 1957 March 12, 1914) 


Partnerships are not subject to income tax, but are required to file certifi- 
cates of ownership of bonds, etc., in connection with coupon and 
registered interest payments to prevent withholding of their income 
at the source. 


Referring to the following provision in paragraph D of the income- 
tax law— 


That any persons carrying on business in partnership shall be liable 
for income tax only in their individual capacity, and the share of the 
rofits of a partnership to which any taxable partner would be entitled 
if the same were divided, whether divided or otherwise, shall be returned 
for taxation and the tax paid, under the provisions of this section, and 
any such firm, when requested by the commissioner of internal revenue, 
or any district collector, shall forward to him a correct statement of such 
profits and the names of the individuals who would be entitled to the 
same, if distributed— 


it is held that the income of partnerships per se is not subject to the 
income tax. The provisions of the law “relating to the deduction and 
payment of the tax at the source of income” do not apply to the income 
of partnerships as such. Taxable members of partnerships will be re- 
quired to account, in their individual returns, for their respective shares 
or interest in the partnership profits, whether the same are divided and 
distributed or not. 

Partnerships owning “bonds and mortgages, or deeds of trust, and 
other similar obligations of corporations, joint stock companies or 
associations, and insurance companies,” shall file certificates of owner- 
ship, in form 1oo1, evidencing the fact of partnership ownership when 
presenting for collection or payment coupons or interest orders for 
interest upon said obligations; and when such certificates are filed, the 
tax on such interest payments to partnerships shall not be withheld. 

The last sentence in article 14, page 35, and article 47 of income tax 
regulations No. 33, providing for claim by partnerships for deduction 
for legitimate expense incurred in conducting the business of a partner- 
ship, are hereby superseded and repealed. 


(T. D. 1960 March 18, 1914) 


Corporations are allowed by law to deduct interest actually accrued and 
paid within the year on an amount not in excess of paid-up capital 
stock outstanding at the close of the year, plus one-half the interest- 
bearing indebtedness then also outstanding. 
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Your attention is called to that provision of the income-tax law 
designated as the third deduction, subdivision (b), paragraph G, read- 
ing as follows: 


The amount of interest accrued and paid within the year on its in- 
debtedness to an amount of such indebtedness not exceeding one-half 
of the sum of its interest-bearing indebtedness and its paid-up capital 
stock outstanding at the close of the year, and if no paid-up capital stock, 
the amount of interest paid within the year on an amount of its in- 
debtedness not exceeding the amount of capital employed in the business 
at the close of the year. 


It is held that in the case of a corporation having capital stock this 
deductible interest is interest actually accrued and paid within the year 
on an amount of indebtedness not exceeding the paid-up capital stock 
outstanding at the close of the year, increased by the addition thereto 
of one-half the interest-bearing indebtedness outstanding at the close 
of the year. 

The qualifying phrase, “outstanding at the close of the year,” appear- 
ing in the foregoing quotation, is held to apply to both paid-up capital 
stock and indebtedness, and “one-half the sum of” qualifies only the in- 
debtedness, which indebtedness, like the paid-up capital stock, is re- 
quired by the law to be reported, in making return of annual net income, 
as outstanding at the close of the year. 

If no indebtedness is outstanding at the close of the year, the maxi- 
mum deduction allowable on account of interest paid will be the amount 
of interest actually accrued and paid on an amount of indebtedness not 
exceeding at any time within the year the entire paid-up capital stock 
outstanding at the close of the taxable year; that is, in such case, the 
paid-up capital stock outstanding at the close of the year measures the 
highest amount of indebtedness upon which deductible interest can be 
computed. 

For the purpose of an allowable deduction, interest on the maximum 
amount of indebtedness, determined in the manner above indicated, can 
be computed upon such amount only for the time during which such 
amount of indebtedness is not in excess of the paid-up capital stock, in- 
creased by one-half the sum of the interest-bearing indebtedness out- 
standing at the close of the year. 

In any event, the amount of interest, in order to constitute an allow- 
able deduction, must not only be within the limit of the law as herein 
defined, but must have actually accrued and been paid within the year 
for which the return is made. 

In cases where no capital stock exists, the limitation as to deduction 
is confined to interest actually paid on an amount of indebtedness not 
exceeding at any time during the year the capital employed in the busi- 
ness at the close of the year. 

Any provision in the regulations heretofore issued inconsistent with 
the foregoing is hereby revoked. 
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(T. D. 1961 March 19, 1914) 


Forms 1015 and 1019 may be adopted so that but one certificate will be 
required to be filed with coupons from the same issue of bonds, the 
property of different estates or trusts. 


Under income-tax regulations No. 33, articles 39 and 70, fiduciaries 
are required to file certificates on form 1015 or form 1019, according 
to the nature of the claim to be made by the fiduciary, for each issue 
of bonds and for each trust. 

It is therefore provided that where fiduciaries have the custody and 
control of more than one estate or trust, and said estates or trusts have 
as assets bonds of corporations, etc., of the same issue, said fiduciaries. 
may adapt certificates form 1015 or form ro19 by changing the words 
“estate or trust” in lines two and three of said forms to the plural, and 
inserting in the blank space provided in line three of said forms for the — 
description of the estate or trust the words “As noted on the back 
thereof.” In such cases the notation on the back of the certificate should 
show for each estate or trust (a) the name of the estate or trust, (b) the 
amount of the bond, (c) the amount of the interest. In all other respects 
the certificates should be filled out as indicated thereon. 


(T. D. 1962 March 20, 1914) 


Information contained in income-tax returns to be treated as inviolably 
confidential. 


The attention of collectors of internal revenue, internal-revenue agents, 
and other officers concerned is invited to section 3167 of the United 
States revenue statutes, which prohibits the disclosure of information 
contained in income and other returns of internal-revenue taxpayers. 

All internal-revenue officers will preserve as inviolably confidential 
all income-tax returns, as the slightest infraction of law upon this sub- 
ject will be severely punished. 


(T. D. 1965 March 23, 1914) 


Advance payment of tax withheld by withholding agents not to be 
made prior to thirty days preceding the date on which the annual 
return is required to be filed. 


Attention is directed to note A appearing on the bottom of forms 
1012, 1012c, 1043, and 1044, providing that— 


Withholding agents may, if they so desire, Ba the time this list 
is filed, to the collector of internal revenue wi n om the list is filed, 
the amount of tax withheld during the month for which the list is made, 
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And to note A, form 1042, providing that— 


The amount of the tax withheld during the year for which the list 
is made, may be paid to the collector at the time the list is filed. 


In order that persons whose income tax is deducted and withheld 
and is to be paid at the source may have an opportunity to file with 
the source which is required to withhold and pay tax for them cer- 
tificates claiming the benefit of deductions and exemptions provided for 
in paragraph B and allowed in paragraph C of the law, withholding 
agents will not pay to collectors of internal revenue the tax withheld by 
them under the law until after the time for filing claims for deductions 
and exemptions has expired. See regulations No. 33, art. 33, (a) and (bd). 


(T. D. 1967 March 25, 1914) 


Organizations, etc., exempted by the first proviso of paragraph G of 
section 2 of the act of October 3, 1913, fe rom payment of the income 
tax, are not subject to the provisions of the income-tax law as with- 
holding agents. 


This office is in receipt of several communications relative to the 
duty as withholding agents of religious corporations and other organiza- 
tions which are specifically enumerated in the first Proviso of paragraph 
G of section 2 of the act of October 3, 1913. 

The language of said proviso is as follows: 


That nothing in this section shall apply to labor, agricultural, or horti- 
cultural organizations, or to mutual savings banks not having a capital 
stock represented by shares, or to fraternal beneficiary societies, orders, 
or associations operating under the lodge system or for the exclusive 
benefit of the members of a fraternity itself operating under the lodge 
system, and providing for the payment of life, sick, accident, and other 
benefits to the members of such societies, orders, or associations and de- 
pendents of such members; nor to domestic building and loan associa- 
tions; nor to cemetery companies, organized and operated exclusively 
for the mutual benefit of their members; nor to any corporation or 
association organized and operated exclusively for religious, charitable, 
scientific, or educational purposes, no part of the net income of which 
inures to the benefit of any private stockholder or individual; nor to 
business leagues; nor to chambers of commerce or boards of trade, not 
organized for profit or no part of the net income of which inures to the 
benefit of the private stockholder or individual; nor to any civic league 
or organization not organized for profit but operated exclusively for the 
promotion of social welfare. 


You are therefore advised that the words “this section” are held to 
refer to and mean the whole of section 2 of the act of October 3, 1913, 
which section comprises the income-tax law, and that the words “nothing 
in this section shall apply to” were intended to relieve such organiza- 
tions, etc., as properly come within the classifications referred to in the 
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proviso quoted, not only from the payment of an income tax but from 
every obligation or requirement imposed by any or all of the provisions 
of said section upon withholding agents. 


In the matter of Brushaber versus Union Pacific Railroad Co. referred 
to in last month’s JourNAL, to accelerate progress in the case the motion 
for its hearing in the district court was by mutual consent dismissed and 
an appeal taken to the supreme court, which has been allowed. The case 
was immediately placed on the calendar and will be heard by the supreme 
court in due course. 
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And to note A, form 1042, providing that— 


The amount of the tax withheld during the year for which the list 
is made, may be paid to the collector at the time the list is filed. 


In order that persons whose income tax is deducted and withheld 
and is to be paid at the source may have an opportunity to file with 
the source which is required to withhold and pay tax for them cer- 
tificates claiming the benefit of deductions and exemptions provided for 
in paragraph B and allowed in paragraph C of the law, withholding 
agents will not pay to collectors of internal revenue the tax withheld by 
them under the law until after the time for filing claims for deductions 
and exemptions has expired. See regulations No. 33, art. 33, (a) and (6). 


(T. D. 1967 March 25, 1914) 


Organizations, etc., exempted by the first proviso of paragraph G of 
section 2 of the act of October 3, 1913, from payment of the income 
tax, are not subject to the provisions of the income-tax law as with- 
holding agents. 


This office is in receipt of several communications relative to the 
duty as withholding agents of religious corporations and other organiza- 
tions which are specifically enumerated in the first proviso of paragraph 
G of section 2 of the act of October 3, 1913. 7 

The language of said proviso is as follows: 


That nothing in this section shall apply to labor, agricultural, or horti- 
cultural organizations, or to mutual savings banks not having a capital 
stock represented by shares, or to fraternal beneficiary societies, orders, 
or associations operating under the lodge system or for the exclusive 
benefit of the members of a fraternity itself operating under the lodge 
system, and providing for the payment of life, sick, accident, and other 
benefits to the members of such societies, orders, or associations and de- 
pendents of such members; nor to domestic building and loan associa- 
tions; nor to cemetery companies, organized and operated exclusively 
for the mutual benefit of their members; nor to any corporation or 
association organized and operated exclusively for religious, charitable, 
scientific, or educational purposes, no part of the net income of which 
inures to the benefit of any private stockholder or individual; nor to 
business leagues; nor to chambers of commerce or boards of trade, not 
organized for profit or no part of the net income of which inures to the 
benefit of the private stockholder or individual; nor to any civic league 
or organization not organized for profit but operated exclusively for the 
promotion of social welfare. 


You are therefore advised that the words “this section” are held to 
refer to and mean the whole of section 2 of the act of October 3, 1913, 
which section comprises the income-tax law, and that the words “nothing 
in this section shall apply to” were intended to relieve such organiza- 
tions, etc., as properly come within the classifications referred to in the 
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proviso quoted, not only from the payment of an income tax but from 
every obligation or requirement imposed by any or all of the provisions 
of said section upon withholding agents. 


In the matter of Brushaber versus Union Pacific Railroad Co. referred 
to in last month’s JourNAL, to accelerate progress in the case the motion 
for its hearing in the district court was by mutual consent dismissed and 
an appeal taken to the supreme court, which has been allowed. The case 
was immediately placed on the calendar and will be heard by the supreme 
court in due course. 
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Epitep spy Watton, C. P.A. 


Deferred Debits and Credits 


One of the advantages of the double entry system is that all the 
elements of a business can be taken into consideration. Instead of being 
confined to cash receipts and disbursements applying entirely to the 
period in which the money was received or paid, the effect of any par- 
ticular item may be distributed to the period which must earn it if a 
profit, or which will receive the benefit from it, if an expense. These 
items in a balance sheet are carried as deferred debits or credits. They 
are assets and liabilities only in an accounting sense, as being advances 
made by the current year for account of the succeeding year, or obliga- 
tions of the current year that will have to be met by the succeeding year. 

These items are known as deferred charges to operation, accrued 
accounts receivable, deferred credits, and accrued accounts payable. They 
are of entirely different characters, and should never be lumped together 
in a balance sheet; much less should they be offset against each other 
when the total of the debit items happens to be virtually equal to the 
sum of the credit items. 

Deferred charges to operating are those items which have been paid 
during the current year as expenses of the business eventually, but 
which are applicable only partly to the year in which they were paid, 
since the effect extends beyond that year and inures to a certain extent 
to the benefit of a subsequent year or years. Thus, a five-year fire 
insurance policy taken out and paid for on July 1 of any year benefits 
only half of that year and equally benefits the next four and one-half 
years. The current year is therefore entitled to charge nine-tenths of 
the premium to the future, carrying it in its balance sheet as a deferred 
charge of unexpired insurance. In a sense it is a real asset, since a part 
of the amount can be realized as return premium by cancelling the policy. 
As a going business must keep up its insurance, the actual value of the 
policy is never considered. 

Interest paid in advance on notes payable or notes receivable dis- 
counted, when the notes are not due until some time during the next 
‘year, is a deferred charge proportionate to the time subsequent to the 
close of the current year. If the year 1914 enjoys the benefit derived from 
the use of the money provided by the year 1913, it can legitimately be 
called upon to pay its share of the interest paid to secure the money. 
This is equally the case with the loss suffered by the sale of an issue 
of bonds at a discount. The bonds are sold at a discount because the 
rate of yearly interest payable on them is too small to allow them to 
command par in the bond market. As each year that the bonds are out- 
standing makes a saving in the amount of interest that it is called on to 
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pay, it must assume its share of the discount. In the meantime each year 
in turn carries as a deferred charge to the future the amount of bond 
discount remaining after this and the previous years have assumed their 
proportions by credits to bond discount and charges to bond interest. 

Accrued accounts receivable are those items which have been earned 
or have accumulated during one period but which are not payable until 
a subsequent period. Interest on customers’ notes, when they bear interest 
from date, is an instance. The amount accumulated during the current 
year is an earning of that year, although it will not be collected until 
after the close of the year. Accrued interest on bonds held as an in- 
vestment is a similar item. The current year has an undoubted right 
to carry such accrued items as assets by considering them a charge 
against the year which will collect them. 

Deferred credits are those items for which payment has been re- 
ceived by a period which has earned only a portion of them. Prepaid 
subscriptions to a periodical are not an earning of the month in which 
they are paid. Only one-twelfth of each subscription is earned each 
month as the periodical is printed and issued to the subscribers. To take 
the whole amount as an earning of the month in which it is received as 
a credit to the earnings of that month would be unjust to the subsequent 
months which will have to bear all the expense of the copies issued in 
those months. Each month is entitled only to its share of the amount 
and must carry forward the balance as a credit to subsequent months. 
A fire insurance company must do the same thing with the premiums 
it receives, crediting the profits of each month with no more than its 
proportionate share, and carrying the rest of the premiums forward as 
a credit to unearned premiums or re-insurance reserve. 

Accrued accounts payable are those items to be eventually paid which 
have accumulated or have been incurred in one period for which pay- 
ment is not due until a subsequent period. Interest on demand notes 
payable, or on open accounts payable, not payable until the principal is 
paid, cannot be considered entirely as an expense of the period which 
pays it, if a previous period has enjoyed the use of the money for a part 
of the time. The previous period must charge its interest account and 
credit accrued accounts payable, or accrued interest payable, as a credit 
to the subsequent period which will pay it, and which is thus relieved to 
that extent of the interest burden. 

The most important of these accrued accounts payable are accrued 
bond interest, when a company has a large issue of bonds outstanding, 
and accrued taxes. Because coupons may not be due for one or more 
months after a statement is made, accrued bond interest is often ignored 
in the profit and loss statement and the balance sheet, although it seems 
self evident that each month must be charged with its proportionate share, 
since it is credited with its net earnings from operation. 

Taxes are very frequently treated in an entirely erroneous manner. 
If they are paid, as in Illinois, on or before April 30, they are often 
considered as taxes for the year in which they are paid, and two-thirds 
of the amount paid is called taxes paid in advance. In C. P. A. problems 
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we often find debit balances under that name. It may be possible that 
in some states this may be true, but in Illinois and many, at least, of the 
other states, taxes are never paid in advance. The taxes paid in April, 
1914, are the taxes for the year 1913. They had all accrued on Decem- 
ber 31, 1913, and in the balance sheet of that date they should appear 
for their full amount as an accrued account payable under the heading 
of reserve for taxes, or accrued taxes. In a monthly closing system, there 
would be four months’ more taxes added to the credit of the reserve, so 
that by the end of April the reserve would represent the taxes for six- 
teen months. Charging the taxes paid to the reserve account would 
leave that account with a credit balance representing the taxes for the 
four months of the new year. Since the amount of the tax cannot be 
known at the beginning of the year, the reserve is usually based on the 
last year’s tax and is adjusted when the tax of the current year is 
ascertained. 


DIFFERENCES IN NATURE OF DEFERRED ITEMS 


Because some of these items are debits and others are credits, it is 
often claimed that they can be offset against each other when the total 
debits are virtually equal to the total credits. An analysis of their nature 
will prove this view to be erroneous. A deferred charge to operating is 
only technically an asset. It will never be realized in cash, but will 
simply be taken care of by being charged against revenue in the succeed- 
ing period. An accrued account receivable is considered to be collectible 
in cash and, therefore, is a real asset whose realization is merely delayed. 
A deferred credit is not payable in cash, but is to be taken up into 
revenue at the proper time. An accrued account payable must be paid 
when it becomes due. It is a real liability whose payment is temporarily 
deferred. It would be manifestly wrong to offset nominal assets against 
real liabilities. Even in the case of accrued accounts receivable that are 
supposed to be actually collectible and accrued accounts payable that 
must be eventually paid no offset should be made, because the business 
is obliged to pay its own debts, and it may not be able to collect all 
the amounts due to it. Besides, the time at which accounts are due 
may make a difference. Accrued wages payable will be due within a 
few days, while accrued interest receivable may not be due for two or 
three months. Owing to this difference in character, the different classes 
of deferred items should be specified in a balance sheet, and not lumped 
under general terms of deferred debits and deferred credits. In a busi- 
ness which both receives and pays interest, there should be two interest 
accounts kept, interest receivable and interest payable, so that the total 
of each may be readily known. 

To offset deferred items, even when they are of the same nature, 
is no more logical than to offset creditors against customers and thus 
to show net accounts receivable. In the automobile business customers 
will frequently make cash deposits to secure delivery of cars in the 
future. If these deposits are credited to their accounts in the customers’ 
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ledger and the balance of that ledger is shown in the balance sheet net 
as accounts receivable, this kind of an offset is made, and a false state- 
ment is the result. The deposits are positive liabilities, while the real 
accounts receivable are subject to shrinkage from bad debts. The 
deposits should be placed in a separate account and should appear in the 
balance sheet as a liability under the head of advance deposits. 


TREATMENT IN THE Books 


It is contended by many, probably by a majority even of accountants, 
that a special account should be opened with each one of these deferred 
items, whenever the books are closed. Wages account is charged and 
accrued wages account credited with the proper amount, or insurance is 
credited and unexpired insurance charged, and so on. The result is that 
a large number of temporary accounts are opened on the last day or a 
period, only to be closed the next day by reversing entries. Sometimes, 
indeed, the accounts are not all closed again, but are carried through the 
ensuing year as unexpired insurance, or as we shall see, inventory of 
January 1, which is absolutely without any meaning and represents noth- 
ing whatever after a comparatively short time. 

If there were any logical reason for this treatment, or any object 
gained, there would be no valid objection to the opening of these various 
accounts. The plea is made that there is a radical difference between in- 
terest as an expense of the business and interest paid in advance as an 
asset in the balance sheet, but there seems no valid foundation for it. 
If we discount a note for $10,000.00 in bank and receive credit for 
$0,600.00, we charge interest $400.00 to balance. If we pay a-demand note 
on which interest of $400.00 has accrued, we also charge interest $400.00. 
The account now contains two items, one of which is not really a present 
charge against revenue. If we close the books when the first note has 
run only one-quarter of the time to its maturity, we find that we have 
in the interest account the sum of $300.00 which has been paid in ad- 
vance. By bringing this amount down as a balance in the interest ac- 
count, we have simply shown on the books a fact that has always existed, 
that part of the account was paid in advance and part was not. In 
other words, the interest account is a mixed account, partly nominal to 
the extent that the interest covers the past, and partly real to the extent 
that it is an asset in the shape of a deferred charge against the future. 
Eliminating the nominal element by a credit to the account and a charge 
to profit and loss, we have the real element left as a balance in the 
account, not as a different kind of interest to be transferred to some 
other account. To be logical, those who insist on the account being 
opened with interest paid in advance should carry that account always 
on the books, and should charge to it all prepaid interest, making trans- 
fers to the regular interest account each month as the time for which 
it was prepaid elapses. 

The trouble seems to lie in a lack of a clear perception of what we 
really do when we close a certain portion of the balance of such an ac- 
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count into profit and loss. We have fallen into the habit of saying that 
we credit the account with the portion that we expect to carry as an 
asset, or charge it with the amount that we have ascertained to be an 
accrued liability, but do we really do anything of the kind? A trick of 
speech does not make a principle, although some people seem to think 
it does. It is easier to say that the sun rose this morning than to state 
the true fact, but that does not change the astronomical law that the 
dawn is caused by the revolution of the earth on its axis. 

The treatment of inventories. illustrates this point more forcibly than 
does anything else. 


INVENTORIES 


At the end of the year we are told to credit our raw material account 
with the cost of the material on hand and then to credit the remaining 
balance. As each credit requires a debit, it is easy to see that the balance 
left must be charged to manufacturing cost, that is, eventually to profit 
and loss. The question as to what debit affects the other credit is 
answered by opening an account with inventory and making the debit 
to that account. In other words, we are asked to insist that the sun 
rose in fact and not merely in colloquial parlance. For the truth is that 
the credit of the inventory to the material account is not a credit at all 
and does not need any offsetting debit. 

Our object in closing the material account, or any other account in 
which there is an inventory, is to ascertain how much material we have 
used in our manufacturing processes. If we were able to keep an abso- 
lutely accurate tally on the material during the year we would not need 
to pay any attention to the inventory. As the balance of the material 
account represents the total amount of material purchased, the elimina- 
tion of the amount used would leave as a balance the value of the 
material still on hand. As we seldom or never are able to tell with 
precision what has been used, we have to go at it backwards, that is, we 
have to find out first what the balance on hand is before we can determine 
how much we have consumed. Ordinarily we make all the necessary 
entries in an account in order to ascertain the balance to be brought 
down. In accounts involving an inventory we are obliged to find our 
balance first and then make the necessary entry, but that does not 
change the real nature of the account. 

Therefore, the inventory is inserted on the credit side of the account 
not because it is a credit entry, but because it is a balance left on hand 
after the amount used has been eliminated. Instead of being entered be- 
fore the closing entry to profit and loss, it should be entered last as 
“balance, being inventory,” and is then logically brought down as a 
debit balance in the account itself as a balance unconsumed. 

This is the only logical treatment, because it exactly expresses the 
fact that the inventory is unconsumed material purchases. When the 
material is purchased it is put into bins or other appropriate places. As 
it is needed it is taken out. At the end of the year we find the balance 
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on hand in the places where we put the purchases. Why do we not do 
the same thing with the account on the books? If there is any inherent 
difference between inventories and unused purchases, we ought, to be 
strictly logical, to move all our goods of whatever nature on hand at 
the end of the year into one room with INveNToRY over the door, and then 
the next day move them all back again. That is what we do when we 
charge them to an inventory on the books. 

As the purchase account shows the total of the goods purchased to 
date, the balance of that account would indicate the amount used, if 
nothing was left on hand. The actual amount used is the balance, less 
the quantity left on hand—that is, the inventory. Theoretically, the 
inventory is, therefore, a deduction from the total purchases, and not a 
credit to them. This is the treatment given it when a revenue statement 
is prepared, showing first the net sales, then the cost of the goods sold, 


and so on. To the inventory at the beginning is added the net purchases, | 


and from their sum is deducted the inventory at the end, to ascertain 
the amount used. By treating the inventory at the end as a balance to be 
brought down, this theoretical method is exactly followed in the books. 


As the inventory is the balance of the purchases of material or other 
goods unused or unsold, so unexpired insurance is the balance of in- 
surance on hand covering a certain portion of the future, the amount that 
was charged to profit and loss being the cost of the insurance protec- 
tion for the period just closed. In exactly the same way, a certain amount 
of the interest paid in advance, or of the discount on bonds issued, 
has been taken up by a charge to profit and loss, in proportion to the 
elapsed time, leaving a balance in the account to be carried forward to 
the next period. Accrued wages or accrued interest on bonds or on 
demand notes payable outstanding are just the same kind of wages or of 
interest as those which have been paid, and would not seem to need 
special accounts by which to segregate them. 

Objection is made to this method of keeping the accounts that it 
places in the balance sheet items that are apparently nominal accounts 
on the ledger. Persons making this objection seem to forget that there 
are many accounts that are called nominal, which in usual circumstances 
are really mixed. Wages, for instance, if they are paid up to Saturday 
night on Saturday, are closed in a nominal account at the close of busi- 
ness that day. By Monday night the account has become a real account 
by the liability for one-sixth of the wages for the current week. If the 
books are closed on Wednesday night, the real liability appears in fact, 
as it already existed in essence, by the credit to the account, and a charge 
to profit and loss, of the nominal element of wages used, which includes 
the wages for the half week which must be paid later. 


PuRCHASES 
Many accountants consider that it is very important to show the 


amount of goods purchased during the year, and insist that a proper 
statement should begin with the inventory at the first of the year, the 
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purchases during the year and the inventory at the end of the year. They 
claim that the purchases made during the year are a guide to a knowl- 
edge of what purchases will have to be made during the ensuing year. 
They seem to forget that the inventory January 1 merely represented 
goods purchased prior to that date, and that when they say that the 
inventory January 1, plus purchases, minus inventory December 31, equals 
amount used, they are really saying: purchases prior to January 1, plus 
purchases since, etc. Why they should discriminate between goods pur- 
chased before and those purchased after January 1 does not appear to be 
very clear, except to show the totally irrelevant fact that a certain amount 
was purchased during the year. It is irrelevant, because the important 
thing to know is how much was used during the year, regardless of 
when it was bought. 

The amount of material or other goods purchased in any year is no 
criterion of the amount that it will be necessary to buy in any other 
year. As the amount used during the year is an indication, in a normal 
business, of the amount that will probably be needed during the ensuing 
year, the inventory on hand at the end of the year becomes important, 
since its size will determine whether purchases will have to be heavy or 
light, in order to keep up the normal amount necessary for the business. 
The inventory at the beginning is of no importance at all, as it has 
long ago been merged with subsequent purchases and has entirely lost 
its identity. The practice that many indulge in of carrying the inventory 
of January 1 clear through the year as a separate item on the trial 
balance does not seem to have any justification either in theory or as a 
statement of facts. The same is true of unexpired insurance carried 
through the year. All other deferred items are usually thrown back 
into their appropriate accounts by reversing entries, but inventory and 
insurance are frequently carried through the year. 

While the transfer of these deferred items to special accounts may not 
be considered a serious mistake, it would appear to be useless, and to be 
important only as indicating the lack of a true perception of what the 
balances in the various accounts really are. The tendency of the present 
age is to eliminate useless entries, and in these cases the tendency may be 
encouraged for the reason that the entries are not only useless, but are 
also illogical. 


PRINCIPAL AND INCOME 


The complications arising in the settlement of questions as to what 
is principal and what is income are* well illustrated in an answer re- 
cently published to a question involving the rights of life tenants and a 
remainderman. The following are the question and the published answer: 
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PENNSYLVANIA 
(November, 1913) 
General Accounting 

Question 1 


The duly appraised inventory dated January 1, 1910, of the estate 
of John D. Hamilton, deceased, contained the following item: 


shares Plumbers National Bank 
100 each par value, at 550 $27,500.00 


The bank for a period of years has consistently paid semi-annual 
dividends of 12%. 

On February 1, 1910, the bank declared its usual 12% semi-annual 
dividend; wishing to increase its capitalization it paid the dividend in 
cash, and gave its stockholders the option of buying new stock at par 
to the amount of the dividend. 

The executors endorsed and returned the dividend cheque, receiving in 
exchange the six shares of new stock. 

Thereafter they sold stock as follows: 


March 1, 2 shares, at $500.00 each 
32 495.00 
15, 4 480.00 


The income of the estate is payable to two sisters of the decedent, 
Helen H. Winter and Sarah H. Samuels, during their lives, and a brother, 
William B. Hamilton, is the residuary legatee. 

In respect to the above transactions show the effect thereof upon the 
— of each of the three beneficiaries. Give your calculations in 


ANSWER TO QUESTION I 


In answering this question certain assumptions must be made, and for 
this purpose it is assumed, first, that the sisters survive to receive the 
amounts to which they are entitled; and, second, that the two shares 
of stock sold on March 1, together with the two shares sold on March 
3 and two of the four shares sold on March 15, represent the six shares 
which have been purchased by the executors out of the amount of cash 
dividend received on February 1, 1910. On the basis of this assumption 
the two sisters of the decedent, viz., Helen H. Winter and Sarah H. 
Samuels, are entitled to receive $1,475 each, representing in each case 
one half of $600 plus one half of the profits, aggregating $2,350, arising 
through the sale of the six shares bought by the executors. These shares 
bought out of income still represent income and as such all amounts 
realized through sale thereof belong to the sisters of the deceased. In 
reference to William B. Hamilton, the remainderman, the amount which 
he will receive, on the basis of the same assumption, is reduced by $140, 
by reason of the executors’ transactions. This amount represents the 
loss arising through the sale of two shares of the stock sold on March 15 
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at $480 each, while the appraised value of each of these shares was 


$550. 
A summary of the results of the executors’ operations together with 


the calculations producing the foregoing result is set forth as follows: 


Principal Account 


DR. 
The accountant charges himself with principal received, as follows: 
Jan. 1, 1910 
Inventory and appraisement viz: 
50 shares stock Plumbers National Bank at 550 ......... $27,500.00 


CR. 
The accountant claims credit as follows: 


March 15, 1910 
Loss on sale 2 shares stock Plumbers National Bank: 


960.00 $ 140.00 
$27,500.00 
Composed of 
shares stock Plumbers National Bank 
960.00 $27,350.00 


Income Account 


DR. 
The accountant charges himself with income received as follows: 
Feb. 1, 1910 
Cash received as dividend on 50 shares Plumbers National 
March 1, 


Net gain on sale of 2 shares Plumbers National Bank stock 
purchased on Feb. Ist, 1910: 


March 3, 


Net gain on sale of 2 shares Plumbers National Bank stock 
purchased on Feb. Ist, 1910: 
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March 15, 
Net gain on sale of 2 shares Plumbers National Bank stock 
purchased on Feb. Ist, 1910: 


$2,950.00 
CR. 
The accountant claims credit in distribution as follows: 
Helen H. Winter (sister) $1,475.00 
Sarah H. Samuels (sister) 1,475.00 $2,950.00 


CoMMENTS ON THE ANSWER 


A proper analysis of the question will show that the executors had two 
entirely different things to deal with when they collected the dividend 
cheque of $600.00. One was a cash dividend of that amount, which 
clearly belonged to the life tenants. It is a vital point that the dividend 
was paid in cash, and not in six shares of the capital stock at par. If 
it had been paid in stock there might be a claim that the whole value of 
the shares thus received would be income, but it was not so paid. The 
other thing with which the executors had to deal was the right to sub- 
scribe to new stock to the amount of the dividend. This subscription right 
is held by the stockholders, and is inherent in them, even if the question 
did not state that the bank “gave its stockholders the option of buying 
new stock at par to the amount of the dividend.” 

The stockholder in this case was the estate. The life tenants were 
not stockholders, and not being stockholders, they possessed no subscrip- 
tion rights. The mere fact that the executors endorsed the dividend 
cheque and returned it in payment for the six shares has nothing to do 
with the principle involved. As a matter of fact, they had no right to 
use a cheque belonging to the life tenants, with which to pay for stock 
belonging to the estate. They should have paid for it with money be- 
longing to the principal, if there was any available. If there were no 
funds available, they could have borrowed the dividend cheque, only in 
case the life tenants agreed to lend it. 

Mr. Wiu11amM F. Weiss, in his masterly and exhaustive paper on 
Principal and Income, says: “Rights or privileges given to stockholders 
to subscribe for new stock at less than its market value have a value in 
themselves and belong to the principal, as do the proceeds from the sale 
thereof. The gain from such sale will usually be about balanced by a 
decrease in value of the old shares.” 

The crucial point is contained in the last sentence of the quotation. The 
estate held so shares worth $27,500.00. When it received the six shares, 
it held 56 shares worth $28,100.00, since the $600.00 paid must be added. 
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The new value is almost exactly $500.00 a share. Unless the estate re- 
ceives the six new shares, it has suffered a loss in market value, based 
on the old quotation, of $2,500.00 on the original 50 shares. This market 
value held for only the first sale of two shares, then broke for some 
unknown reason. It seems a little difficult to explain why this loss 
should fall upon the remainderman — even more difficult than to explain 
why, in the above answer, the remainderman was obliged to accept the 
sale at 480 as being his stock and not the sale at 500. 

The confusion arises from the difficulty of distinguishing between the 
money involved in a transaction and the accounting principle governing 
the transaction. Because the dividend cheque, which was income, was 
used to pay for the stock does not make that stock and its proceeds also 
income. The accounting principle involved is the question whether the 
subscription right was principal or income. The use of the dividend 
cheque merely constituted a loan from the life tenants, with or without 
their consent. 

This view of the matter does away with the necessity for any assump- 
tions such as are made in the answer, except the very obvious one that 
the life tenants were still alive. 

The total amount received from the sale of the eight shares was 
$3,910.00. Of this, $600.00 must be given to the life tenants to repay 
the loan from them. The remainder, $3,310.00 belonged to the principal 
of the estate, to be conserved for the remainderman. 


Apyustinc MontTHLY STATEMENTS 


I have been requested to answer the following question: 


“A manufacturing concern is departmentalized to the extent that it 
has a separate department for handling one class of its product while 
the balance is simply called ‘regular.’ 

“As fast as goods are manufactured for the special department 
they are passed on to the inventory of that department and ‘regular’ 
production credited at manufacturing cost. 

“Profit and loss, asset and liability and financial statements are issued 
monthly. Through an oversight some $1,400.00 worth of merchandise 
manufactured during a certain month for the special department is not 
carried into that inventory and is left out of the regular inventory. The 
three sets of statements are finished at the time the oversight is dis- 
eovered. Should the person in charge of the statements refuse to change 
same because statements are late, and on what authority? 

“Also: the statements not being changed is it or is it not correct 
for the person informing the cost department to write that the profit 
and loss statement is ‘out’ by the amount of the merchandise omitted.” 


In my opinion, the person in charge of the statements has no right 
to refuse to change the statements, simply because his reports will be 
delayed in consequence. The omission of the $1,400.00 worth of goods 
from the accounts entirely will falsify the results not only of the special 
department, but of the whole business as well, reducing the profit for the 
‘eurrent month and increasing it to the same extent for the succeeding 
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month. In a comparison of the two months there will be a false in- 
crease of $2,800.00, unless the error is corrected at the beginning of 
the second month through a surplus adjustment account. There would 
seem to be no excuse for sending out statements that were known to be 
wrong, unless the difference is too trivial to be worth noticing. Indeed, 
if the statements had already been sent out before the error was dis- 
covered, corrected statements should be prepared and sent to those re- 
ceiving the first ones, with the request that the first statements be de- 
stroyed, and the second ones substituted for them. 

The last paragraph of the question is not very clear. Taking it to 
mean that the omission of the amount of the inventory has thrown the 
profit and loss statement out to that extent, there is no doubt that this 
is true. If the amount had been included in the regular instead of the 
special inventory, the effect would have been to increase the profits of 
the regular department and to decrease those of the special department. 
The net result of the whole business would have been the same. Leaving 
it out entirely reduced the profits of the special department and of the 
whole business for that month. 


Principal and Income 
By W. F. Weiss 


Comments on Request of Mr. Seymour Walton on the question and 
answer on the above subject published under the title: 


Pennsylvania - November, 1913 
General Accounting - Question No. 1 


and 
Answer to this Question No. 1 and Mr. Walton’s 
“Comments on the Answer” 


As I substantially agree with Mr. WaALtToNn’s comments on the answer, 
my own comments therefore only take the form of an amplification of 
points and arguments supported by an expression thereof in the accounts 
affected. 

The accounts to be dealt with are only such of the executors and 
testamentary trustee as relate specifically to the transactions and benefi- 
ciaries involved. The several assumptions in the first part of the answer 
appear unnecessary under the question—not even that the life tenants 
survive. The question clearly requires the effect only “upon each of the 
beneficiaries” named. There is no special provision for the disposition 
of the income, in case of the death of the life tenants; it is the dominat- 
ing issue of the question, therefore, that the executors and trustees are ac- 
countable to some one for the income—the life tenants or their heirs, 
executors or assigns. Assumptions beyond that would raise new issues, 
not within the scope of the question. 

The answer does not take into account, according to practice, procedure 
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and precedent, one vital issue of the question, viz., “that the bank gave 
its stockholders the option of buying new stock at par to the amount of 
the dividend.” This dividend was 12% and of course on the par value 
of the stock. The estate appraised the actual value of the stock at 550. 
The option to the stockholders to buy new stock, at par, to the amount 
of the dividend, therefore had a value. Such options are generally and 
briefly called “rights.” They are evidenced at times by announcements 
only—at times “rights certificates” are issued, which become negotiable 
when endorsed by the stockholder to whom they are issued. Rights be- 
long to the stockholders, and attaching to the stock are alway principal, 
and if sold the proceeds belong to the principal. Rights become valuable 
on account of accumulated surplus earnings; but the issue of new stock, 
for which only par is paid under such “rights,” does not represent a dis- 
tribution of earnings—it merely increases the number of shares and 
dilutes the shares as they existed before. Rights, therefore, although 
valuable are not income. As Mr. WALTON quotes from my treatise on the 
subject of Principal and Income, the gain from sale of rights (and there 
might be added, from the avail of rights) will usually be about balanced 
by a decrease in the value of the old shares. (Moss's Appeal 83, Pa. St., 
264—Biddles Appeal 99 Pa. St., 278—Hite’s Devisees v. Hite’s Ex'r. 93 
Ky., 257—Greene vs. Smith 17 R. L, 28—Peirce vs. Burroughs 58 N. H., 
302.) 

Rights attaching to the stock, the stockholders in this instance being 
the estate, the proceeds from the avail of the rights in this case belong 
to the estate—that is to the principal of the estate. The executors had two 
separate and distinct functions to perform in this case: (1) To receive 
the cash dividend and, this being clearly income, eventually to pay it to 
the life tenants to whom it belonged; (2) to avail, on behalf of the 
estate as stockholder, of the “rights” and purchase six new shares at par 
for account of the principal of the estate. The use of the dividend cheque 
for this purpose was in fact an act ultra vires, but, assuming they acted 
in good faith, they and the principal became indebted therefor to the 
income and in turn to the life tenants. 

Thus reviewing the theory and conclusions set forth in the answer that 
“the shares bought out of income, still represent income,” it will have 
become clear that the purchase out of income was unauthorized and 
unwarranted in the first place; and, in the second place, that in fact the 
purchased new shares do not represent income but constitute part of the 
principal and as such the amount reaiized from their sale belongs to 
principal. The accounts in the answer therefore appear incorrectly stated. 

Holding to the question “to show the effect of the transactions upon 
the interests of each of the three beneficiaries,” I append hereto, by way 
of illustration, a set of accounts with condensed postings about as they 
should show the several transactions and the resulting balances. Entries 
themselves and dates are omitted. The bracketed reference numbers 
indicate the corresponding debit and credit of each entry. 
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Bank Stock 
(1) Dr. h (5) Cr. 
© princi I y principa 
50 sh. PN 50 . tenemal Sal le 2 sh ates om $ 1,000.00 
To 4) 2 990.00 
6 sh. P. N. Bk. par.. 600.00 1,920.00 
24,190.00 
$28, 100.00 $28,100.00 
@ sh. P. N. Bk. ...... 
Principat or Estate (Personal Property) 
By inventory (1) ...... $27,500.00 
Income CasH 
To dividend (2) ....... 600.00 
To repayment from prin- By loan principal cash(3)$ 600.00 
cipal cash (6) ........ 600.00 By balance ............. 600.00 
$ 1,200.00 $ 1,200.00 
Principal CasH 
To loan from income By bank 
$ 600.00 6 sh. P. (4) ..$ 600.00 
To sale-P. N. B. stock By repayment to loan to 
2 shares 500 (5) ... 1,000.00 income cash (6) ...... 600.00 
$ 4,510.00 $ 4,510.00 
DiviDENDS 
(Income Acct. payable to life tenants) 
By income cash (2) ... 
dividend 12% ...... 
50 sh. P. N. Bk. stock 600.00 
TriAL BALANCE 
Bank stocks, 48 sh. P. N. Principal of estate per- 
$24,190.00 sonal property ........ $27,500.00 
Principal cash ......... 3,310.00 Dividends (income a/c) 
Income cash ......+..... 600.00 payable to life tenants 600.00 
100.00 $28, 100.00 
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The intention in the above is to convey the interpretation and effect 
rather than the exact wording. The accounts of the beneficiaries are 
omitted for brevity’s sake. The principal of estate, $27,500, consisting 
of 48 shares of bank stock at the value of $24,190 and principal cash of 
$3,310, is conserved for the remainderman. The dividend account balance 
is to be carried as income to the credit of the life tenants’ accounts, 
to which latter accounts the income cash is to be charged when paid over 
to them. 

The bank stock of 48 shares is at this stage shown at its present book 
value, arising from the first appraisal, from the purchase of the six 
shares and the sale of eight shares. This book value of $24,190 plus 
the principal cash of $3,310, aggregating $27,500, thus shows the principal 
of the estate to be intact. Generally speaking, executors must account 
for profits made and are responsible for losses (Baker vs. Disbrow, 18 
Hun. 29; 79 N. Y., 631) unless the will provides special latitude for 
investments. If investments are made according to law or to special 
authority under the will, the executors are only liable for losses re- 
sulting from negligence. The executors would thus appear responsible 
and chargeable for the loss of $140, shown in the answer as chargeable 
to the remainderman, unless the terms of the will provided special 
authority and latitude. 

It will be instructive to note further that any increase in the value 
of this stock, under appraisal at a future intermediate or final accounting, 
or any profit realized from the sale of this bank stock, belongs to the 
principal of the estate. “Increase” and “income” are not synonymous 
terms. Increase, coming from increased value of the principal, and the 
profits realized from such increase in estate accounts are not income but 
accretions to principal—except in such cases where it may be part of the 
regular business of an estate to deal in investments for profit. 


W. F. Wess. 
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Maryland C. P. A. Law Amended 


The Maryland legislature has passed a bill amending the C. P. A. law 
of that state and providing for reciprocity. 
The text of the amending act follows: 


An act to amend article 75 A of the code of public general laws of 
Maryland (Bacsy’s edition), title Public Accountant, by the addition 
of a new section to be designated section 5 A. 

Section 1. Be it enacted by the General Assembly of Maryland, that 
article 75 A of the code of publ’c general laws of Maryland, (Bacsy’s 
edition), title Public Accountant, be and the same is hereby amended by 
_ adding a new section to follow section 5, to be known as section 5 A, 
said section to read as follows: 

5 A. Any citizen of the United States or person who has declared 
his intention of becoming such citizen, over the age of twenty-one years, 
who holds a valid and unrevoked certificate as a certified public account- 
ant, or the equivalent thereof, issued by or under the authority of any 
other state of the United States, or the District of Columbia, or any 
territory of the United States, or by or under the authority of a foreign 
nation, showing that the holder thereof has complied with the laws of such 
state, district, territory or nation, who desires to practise the profession 
of accountancy in the state of Maryland, shall present such certificate 
or its equivalent to the board of examiners of certified public account- 
ants of this state, accompanied by a written application in form to be 
prescribed by the said board, with such information as said board may 
require as to the character and qualification of such applicant, and shall 
pay the said board the fee usually charged for examinations, and if the 
said board shall be satisfied that the standing of the said applicant and the 
requirements for a certificate as a certified public accountant of the 
state, district, territory or nation issuing the same are substantially equiva- 
lent to those established by the laws of this state, the said board may, 
in its discretion, register said certificate in a book to be provided by the 
said board for said purpose, and shall recommend to the governor the 
issuance to such applicant of a special certificate of registration designat- 
ing the state, district, territory or nation issuing the original certificate 
to said applicant, which special certificate of registration, when issued 
by the governor, shall entitle the holder to practise as such certified public 
accountant, and use the abbreviation “C. P. A.” in this state; provided, 
however, that no such special certificate shall be issued unless the state, 
district, territory or nation issuing the original certificate extends similar 
privileges to the certified public accountants of the state of Maryland. 

Sec. 2. And be it enacted, That this act shall take effect from the 
date of its passage. 
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Pennsylvania Institute of Certified Public Accountants 


At the annual meeting of the Pennsylvania Institute of Certified Public 
Accountants, held April 20, 1914 the following officers were elected to serve 
for the ensuing year, and the following delegates and alternates to repre- 
sent the institute at the annual meeting of the American Association of 
Public Accountants: 

President, Edward P. Moxey (re-elected); vice-president, Wm. W. 
Rorer (re-elected); treasurer, Theodore H. Bird; secretary, Wm. J. 
Wilson (re-elected) ; auditor, John R. Lynn; council, R. H. Mansley 
(re-elected) ; Wm. R. Main. 

Delegates: Edward P. Moxey, J. E. Sterrett, James W. Fernley, T. 
Edward Ross, August Hiller and George Wilkinson. 

Alternates: John R. Lynn, Edward P. Moxey, Jr., Joseph M. Pugh, 
Herbert G. Stockwell, Ernest Crowther and Horace P. Griffith. j 

Council Hold-overs: Herbert G Stockwell, James W Fernley and 
T. Edward Ross. 


Pittsburgh Branch, Pennsylvania Institute 


The Pittsburgh branch of the Pennsylvania Institute of Certified Pub- 
lic Accountants has received its charter from the parent organization. 
Such a plan as this has been under consideration for some time because 
the distance between the eastern and western ends of the state of 
Pennsylvania is such that it is a dificult matter for members at one 
end to attend meetings at the other. 

The new chapter consists of the following members: Messrs. Frank 
Wilbur Main, Ernest Crowther, J. C. Scobie, William G. Rebbeck, Elmer 
E. Staub, W. Sarel Lynne, and August Hiller. The chairman is Mr. 
August Hiller, the vice chairman, Mr. W. Sarel Lynne, and the secretary 
and treasurer, Mr. Ernest Crowther. The constitution and by-laws of the 
chapter are practically the same as those of the institute. 

This constitutes the third state society to adopt the chapter system. 
Missouri was first and California second. 


New Jersey County Audits 


In March a request was made upon the board of chosen freeholders 
of Essex County, New Jersey, by the public welfare committee for per- 
mission to employ a New York organization to make an audit and a 
survey of the said county for the years 1912-1914. 

The freeholders refused the request, stating that the same should be 
made by certified public accountants of New Jersey and appointed for 
that purpose W. Foster Oakes, C.P.A., Frank G. DuBois, C. P. A., and 
Leonard H. Conant, C. P. A. 
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Georgia Society of Certified Public Accountants 


At the annual meeting of the Georgia Society of Certified Public 
Accountants, held in Atlanta on March 23d, the following officers were 
elected: President, Joel Hunter, Atlanta; vice-president, Alonzo Richard- 
son, Atlanta; secretary-treasurer, Charles Neville, Savannah. Aldon F. 
Thompson, C. P. A., was elected to membership in the society. 


The Colorado State Board of Accountancy 


At the December, 1913, examinations conducted by the Colorado 
State Board of Accountancy the following candidates were successful: 
Clarence H. Fulton, Denver; Albert Edward Keller, Denver; Ralph B. 
Mayo, Denver; Reginald Thomas, Chicago, Ill.; Ethan Allen Whitney, 
Denver. 


Institute of Accountants and Auditors of Quebec 


The Institute of Accountants and Aulitors of the province of Quebec 
held its inaugural dinner at the Ritz-Carlton, Montreal, on Saturday, 
April 25th. Representatives of the government of the province, chamber 
of commerce, board of trade, commercial schools, etc., were present as 
well as representatives of the chartered accountants of Montreal. Georges 
Gonthier, president of the association, presided. 


Wisconsin State Board of Accountancy 


The Wisconsin State Board of Accountancy held examinations at 
Madison, Wisconsin, on April 16, 17 and 18. Thirty-one candidates sat 
for the examination. 


Accountancy Recognized by Columbia University 

It is a pleasure to announce that R. H. Montgomery, C.P.A., presi- 
dent of the American Association of Public Accountants, has been 
appointed assistant professor of economics at Columbia University. 
This constitutes a gratifying recognition of accountancy and should have 
considerable effect upon the status of the profession generally. Co- 
lumbia University has always stood for the highest standards and it is 
eminently satisfactory that a member of the accounting profession should * 
receive the signal honor of an appointment to the faculty. 


Correspondence 
New and Valuable Definitions 


Editor, The Journal of Accountancy: 

Sir: There is something so delightfully novel in the under mentioned 
definitions of “resources” and “income” that I take the liberty of sub- 
mitting them through the courtesy of THe JourNAL to the committee on 
accounting terminology for their consideration. 

The definitions referred to occur in the appeal by circular letter to 
the parishoners of an Episcopal church not a hundred miles from the 
Hudson River. 


Respectfully, 
A MemsBer AT LARGE. 
April 6, 1914. 


“It is only proper and fair that you who do much to support 
this branch of the church, should know fully of its needs, its 
resources and its expenditures. 

“The Vestry, therefore, make the following report so that you 
yy know what the Church membership can do, ought to do, and 

o do. 

“There is a difference between Resources and Income. 

“Resources means what you can do. 

“Income means what you do do. 

“For instance, this Church has 700 Communicants and members; 
and 300 attendants and supporters who give more or less regularly 
to the Church. These attendants and supporters represent the 
do doers and they give their offerings and envelopes, $2,870 per 
year or $0.56 per person. 

“The can doers, or Communicants and members who do not 
give regularly, would, if they gave in the same proportion as the 
do doers, increase the Church’s Income $3,824 per year. This is 
the reason why our Resources are greater than our Income. 

“The Church is now trying to increase its income by asking 
its Resources to give regularly according to their ability. 

“Now the needs of the Church are not always shown by the 
expenses, but vary according to how efficient and economical the 
management is. 

“The primary aims of the Vestry are that the management 
shall be both efficient and economical, therefore for our purposes 
the expenses do show the needs of the Church.” 


Announcements 


The Maine Board of Accountancy announces that it has decided not 
to issue certificates except after examination. The law provides that 
no person shall be entitled to take the examination unless he has been a 
resident of Maine for at least a year or is a certified public accountant 
of another state or under the jurisdiction of a foreign government which 
extends similar privileges to certified public accountants of Maine. 


Ernst and Ernst announce the removal of their New York office from 
Hanover Bank Building, to suite 1001-2-3-4-5 and 6, 27 Cedar Street. 


Deloitte, Plender, Griffiths & Co., announce that they have removed 
their Chicago offices from 69 West Washington Street to 1857 Continental 
& Commercial Bank Building, 208 S. La Salle Street, Chicago, Ill. 


George Lester Lemon, president of the Alabama State Association of 
Public Accountants, was married at Birmingham, Ala., on April 15th to 
Miss Beulah Lee Ellenwood. 


It is announced that J. D. M. Crockett & Company and C. B. Couch- 
man have entered into a partnership under the name of Crockett, Couch- 
man & Company, certified public accountants, with offices in the Glendale 
Building, Kansas City, Mo., and also in Topeka, Kansas. 


Herbert S. Greenwood, certified publ*c accountant, announces the 
removal of his office from No. 44 to No. 50 Broad Street, New York. 


Riedell & Parker, accountants and auditors, announce the removal 
of their offices from 366 Fifth Avenue to Room 504, 51 Chambers Street, 
New York. 
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Joseph H. Kingwill 


Announcement is made of the death of Joseph H. Kingwill, C. P. A, 
a fellow of the American Association through the Colorado Society. 

Mr. Kingwill’s death is a serious loss to the profession and to the 
national and state organizations. He was an earnest and energetic worker 
for better conditions and was one of the pioneers of the profession in 
the west. 


Charles Lewer 


Every member of the American Association of Public Accountants 
will learn with deep regret of the death of Charles Lewer, C.P.A, 
which occurred on April 4th. Funeral services were held on April 8th 
and were attended by many members of the Pennsylvania Institute of 
Certified Public Accountants and other members of the association. 

Those who have attended the annual conventions of the association 
will recall the great interest which Mr. Lewer always manifested in the 
work of the profession and will never forget the genial and whole- 
hearted enthusiasm which he displayed at all times. 

The entire accounting profession suffers a loss in the death of this 
excellent accountant and good friend. 


